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LETTER OF SUBMITTAL 


Apri 2, 1959. 
Hon. Wirzur D. Mrs, 
Chairman, Commitiee on Ways and Means, House of Representatives, 
Washington, D.C. 


Dear Mr. Cuatrman: I have the honor to submit the report on 
“Hospitalization Insurance for Old-Age, Survivors, and Disability 
Insurance Beneficiaries.” 

This report is made in compliance with the request of your com- 
mittee in its report to accompany H.R. 13549, Social Security Act 
Amendments of 1958 (85th Cong., 2d sess., H. Rept. 2288). 

You will recognize that the enclosed report contains the review and 
summary of a considerable body of information bearing on the ques- 
tions posed by your committee. Data from several recent national 
surveys make possible a current assessment of the medical care prob- 
lems of older persons and provide a basis for the cost estimates re- 
quested by the committee. I am sure you realize that these problems 
are constantly under study, and that there is considerable activity 
throughout the country in an effort to develop better hospitalization 
insurance protection for the aged population. 

The report presents information on the characteristics of the aged 
population, current levels of use of hospitals and expenditures for 
medical care by aged persons, factors influencing trends in costs of 
medical care, and present methods of financing hospital care for the 
aged. It also presents estimates of the costs and discusses the admin- 
istrative implications of providing hospital and nursing home care 
insurance through the old-age, survivors, and disability insurance 
mechanism. The report also discusses several alternative methods of 
helping the aged meet these costs. 

We have attempted to present the most important factual informa- 
tion bearing on this subject in the most objective possible manner. 

In addition, the introduction identifies the arguments that are ad- 
vanced both for and against Federal action in this area. We have 
not, however, attempted to present conclusions and recommendations 
based on this discussion. This, we felt, was an undertaking which 
should be deferred until after the factual information bearing on the 
subject had been brought together in as complete and objective a man- 
ner as possible. That has been our aim in this report. We trust the 
committee will find that it contains the material necessary for full 
consideration of the problems which led to its request for the study. 

Having completed this compilation, we are now proceeding with an 
analysis of the policy issues involved with a view to developing spe- 
cific recommendations. 

Sincerely yours, 
Arruor 8. Fiemrne, Secretary. 
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HOSPITALIZATION INSURANCE FOR OLD-AGE, SURVIVORS, AND 
DISABILITY INSURANCE BENEFICIARIES 


INTRODUCTION 


In response to a request from the Ways and Means Committee of 
the House of Representatives, this report has been prepared to present 
the results of a study of alternative ways of providing insurance to 
finance hospital and nursing home care for old-age, survivors, and 
disability insurance beneficiaries, and of the practicability and costs of 
the several methods considered. 

The primary purpose of this introduction is to identify the argu- 
ments that are advanced both for and against Federal action in ine 
area. 

There is general agreement that a problem does exist. The rising 
cost of medical care, and particularly of hospital care, over the past 
decade has been felt by persons of all ages. Older persons have larger 
than average medical care needs. As a group they use about two and 
a half times as much general hospital care as the average for persons 
under age 65, and they have special need for long-term institutional 
care. Their incomes are generally considerably lower than those of the 
rest of the population, and in many cases are either fixed or declining in 
amount. ‘hey have less opportunity than employed persons to spread 
the cost burden through health insurance. A larger proportion of the 
aged than of other persons must turn to public assistance for payment 
of their medical bills or rely on “free” care from hospitals and physi- 
cians. Because both the number and proportion of older persons in 
the population are increasing, a satisfactory solution to the problem 
of paying for adequate medical care for the aged will become more 
rather than less important. 

In our society the existence of a problem does not necessarily indi- 
cate that action by the Federal Government is desirable. The basic 
question is: Should the Federal Government at this time undertake a 
new program to help pay the costs of hospital or medical care for 
the aged, or should it wait and see how effectively private health insur- 
ance can be expanded to provide the needed protection for older 
persons ? 


Reasons ADVANCED AS TO Wuy THE F'EpERAL GOVERNMENT SHOULD 
Nor Taxr Acrion 


Here are some of the reasons that are advanced by those who sup- 
port the adoption of a “wait and see” ponion 

1. Asrecently as early 1952, only about 25 percent of the 12.7 million 
persons aged 65 and over had any form of health insurance. Today 
about 40 percent of the 15.3 million persons in this age group have 
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some type of health insurance. Whereas a decade ago, few insurance 
plans were open to older persons, many prepayment plans and insur- 
ance companies now provide such coverage and others are experi- 
menting with special arrangements to cover the aged. 

It is reasonable to expect that the proportion of the aged population 
covered by voluntary insurance will increase, and perhaps for a time 
at a faster rate than over the past 6 years. However, as the propor- 
tion rises, further increases become relatively more difficult to achieve. 
If the same average yearly increase in the proportion covered as that 
during the past few years is maintained, private hospital insurance 
will reach about 56 percent of the aged population in 1965 and 68 per- 
cent in 1970. Ifthe same increase in coverage of OASDI beneficiaries 
that was recorded between 1951 and 1957 continues, about 70 percent 
a the aged beneficiary group will have some form of health insurance 

1965. 

"i recognition is given to the fact that voluntary msurance may 
never be able to reach certain groups—for example, persons already 
in long-stay institutions, those with the very lowest incomes and 
others for whom the premium cost of individually purchased insur- 
ance is more than they are able to pay—the present achievement of 
voluntary insurance in relation to its potential is even greater than 
the 40-percent coverage of persons 65 and over would suggest. It 
is recognized, of course, that a part of the problem will remain even 
after private insurance has reached its maximum development. 

2. A compulsory program to provide insurance against the cost of 
hospital care for OASDI beneficiaries or other aged persons would 
in large part undercut voluntary efforts to meet this particular need. 
Some older persons would purchase insurance to cover the cost of 
types of services not covered by the Government program, such as 
private room accommodations in the hospital or surgery or physicians’ 
home and office visits. But there would be little opportunity left for 
private insurance against the cost of those hospital services that were 
paid for by the Government program. A decision to initiate a com- 
pulsory insurance program would be virtually irreversible. 

8. Pressures would develop for extending a hospital benefits pro- 
gram to include other components of the medical care bill. The costs 
of short-term hospitalization on the average represent between 25 and 
30 percent of the present medical care bill for the aged. Furthermore, 
voluntary insurance coverage of medical expenditures other than hos- 

ital bilis is much less adequate than that for hospital benefits. Thus 
it would be difficult to limit a Government program to hospital or 
hospital and nursing home benefits. The eventual cost burden that 
might result if an initial program of hospital benefits were expanded 
to include other types of service could be at least two or three times as 
large as the cost for hospital benefits alone. 

4. It is difficult to estimate with any accuracy the future cost of. 
medical care. Many persons are concerned with increases in medical 
costs beyond those originally anticipated that have occurred in other 
programs. They believe that the eventual costs of hospital benefits 
alone may be much more than the estimated cost based on current 
practices and experience. 

5. Pressures would also develop for extending insurance against the 
cost of hospital and other medical care to the working population and 
their dependents. Workers who were paying social security taxes 
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to cover the cost of health benefits in old age might object to waiting 
until they reached retirement age to get such protection and be willing 
to pay additional contributions in order to have such insurance for 
themselves and their depen immediately. A decision to pro- 
vide hospital insurance for the aged might ier lead to much more 
far-reaching Government action. 

6. Federal action would result in a diminution of responsiveness to 
varying individual and local situations, and the attenuation of per- 
sonal relationships and personal concern which almost inevitably ac- 
companies a displacement of local and private arrangements by cen- 
tralized governmental programs. 


Reasons ADVANCED AS TO WHY THE FEDERAL GOVERNMENT SHOULD 
AcT 


Here are some of the reasons advanced by those who believe this 
problem can only be solved through action by the Federal Government: 

1. A decision against Government action at this time would merely 
postpone an effective solution of the prope of medical costs for many 
of the aged. The basic difficulty that private insurance faces in its 
efforts to extend hospital insurance protection to the aged is that they 
are a high-risk, high-cost group. A premium charge based on the 
experience and covering the entire cost of a reasonable level of pro- 
tection for an aged group will be higher than many aged persons can 
afford to pay. Existing insurance has attempted to meet this situation 
by scaling down the benefits and protection provided, by spreading 
part of the cost over younger age groups, or by a combination of these 
methods. Limited protection leaves a large part of the original prob- 
lem unsolved. If the higher than average cost of adequate medical 
care for the aged is accepted as a social cost that should be shared by 
the entire community, Government is in a better position than private 
industry to distribute the cost burden broadly and equitably. 

2. It is possible that a public program of hospital benefits for the 
aged—by taking over this special problem—would help ‘assure the 
continued acceptance of private insurance and prepayment arrange- 
ments as the method of handling the costs of medical care for the great 
majority of the population. A broad spreading of the risk and costs 
can be much more readily achieved by private insurance for the em- 

loyed members of the population under 65 and their dependents than 

or the entire population. Employee benefit plans would also be re- 
lieved of the special charge which some of them are now carrying 
through various methods of continuing health insurance coverage 
for retired persons, thus removing these costs as a possible deterrent 
to employment of older workers and lessening the pressures against 
changes of jobs. 

3. A publicly supported program of hospital benefits for the aged 
could provide more extensive and more adequate protection than 
has characterized much of the private insurance available to aged 
persons. There would be no lifetime limits on the total costs that 
would be covered, no cancellation of the insurance, no exclusion of 
preexisting conditions, and there could well be a higher maximum 
than is usual in insurance company policies on the number of days of 
hospital care that would be paid for during a year, as well as coverage 
of the cost of all hospital extras. 
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4. A little over 70 percent of all persons aged 65 and over are now 
eligible for benefits under the OASDI program. Eventually more 
than 9 in 10 aged persons will be eligible. The OASDI mechanism 
provides a ready and equitable method of spreading the cost of 
hospital care for the aged over the entire working population. A 
small increase in the present social security taxes would provide im- 
mediate protection for those now eligible for benefits. Persons now 
at work would in turn become entitled to the same protection when 
they reached retirement age. The individual’s contribution toward 
the cost of medical care in old age would be spread over his working 
lifetime without breaks in coverage due to change of residence or 


employment, 1S ee 

. For any specified level of protection, the cost of hospital in- 
surance under OASDI would be relatively low because of the size 
of the group, the compulsory coverage resulting in lack of adverse 
selection and the fact that the collection of contributions and identifi- 
cation of eligible persons would utilize existing tax reports and wage 
records. 

Fears as to rising costs under a public program are often greatly 
exaggerated. Costs may rise in absolute terms without an increase 
in costs in relation to the gross national product or in costs as a per- 
cent of taxable payrolls. Changes in medical knowledge and practice 
that no one can foresee may, of course, substantially increase or decrease 
future medical costs. Such changes would affect the total resources 
used for medical services no matter what method of paying for care 
was involved. 

The first four chapters of the following report summarize the most 
recent available data concerning (1) the characteristics of the present 
OASDI beneficiaries and of the total aged population, (2) the use of 
hospitals and nursing homes by aged persons and their total medical 
costs and expenditures, (3) past and possible future trends in the 
overall cost of hospital and medical care, (4) the existing health 
insurance coverage of aged persons and the methods that are being 
used by private insurance in an effort to expand coverage, and current 
governmental provisions for medical care of older persons. 

The fifth chapter discusses the use of the OASDI mechanism to 
provide insurance for OASDI beneficiaries against the cost of hospital 
and nursing’ home care. The final chapter discusses several other 
methods of helping the aged to meet these costs. Cost estimates are 
given for each of the methods considered. 


CHAPTER I 


OASDI BENEFICIARIES AND OTHER AGED PERSONS— 
THEIR CHARACTERISTICS 


The U.S. population aged 65 and over now numbers 1514 million 
and is increasing at the rate of about 1 million every 3 years (1). The 
growth of the aged group, both in absolute numbers and in relation 
to the total population, has been accompanied by increasing concern 
about their problems. One of these is the problem of medical care: 
How can higher than average medical needs be financed out of lower 
than average financial resources ? 

Of the 1514 million people 65 and over, 9.8 million are now drawing 
benefits under OASDI (at the beginning of 1959). Another 1.6 
million are eligible to receive benefits when they or their husbands 
retire. Together, these groups comprise about seven-tenths of our 
total population aged 65 and over, a proportion that will rise in the 
years ahead. 

As suggested in the request of the House Ways and Means Com- 
mittee, this study is directed primarily to the question of alternative 
ways of providing insurance against the cost of hospital and nursing 
home care for OASDI beneficiaries. Any solution directed at the 
beneficiaries of the insurance system would affect a major portion of 
our present aged population, and an increasingly larger segment in 
the future. Those who would be left out are persons who were already 
too old to gain the protection of an insurance system based on par- 
ticipation in covered employment or whose earnings have been too low 
to qualify them for benefits. Almost 2 million of the nonbeneficiary 
group now depend primarily on old-age assistance for their income. 

To round out the picture of the medical care problems of older 
persons, some attention is given to the characteristics and medical 
needs of all persons 65 and over and to the types and extent of medical 
care now available under public assistance and other public programs. 

If all beneficiaries of the OASDI program were to be included 
under health insurance arrangements, such a plan would also en- 
compass persons of other ages who, although perhaps not having 
needs for medical care to the same degree as older people, encounter 
much the same problems in paying medical costs out of reduced in- 
come. In addition to the 9.3 million persons aged 65 and over and 
more than 800,000 women aged 62-64, the beneficiary rolls now include 
about 2 million young survivors and dependents—widowed mothers 
and their children, children of retired workers and disabled children 
over 18—and 240,000 disabled persons aged 50-64. 


CHARACTERISTICS OF Our Present AcED PoPpuULATION 


As the years go on, the aged group under the OASDI program will 
become virtually the same as our total aged population. At present, 


5 


6 HOSPITALIZATION INSURANCE 


however, there are still considerable numbers of aged persons who had 
no opportunity to become beneficiaries of the program. The following 
analysis of the characteristics of the beneficiary population is, there- 
fore, focused against a backdrop that includes all persons 65 and over. 
It draws upon the findings of the national survey of old-age and 
survivor insurance beneficiaries conducted late in 1957 (2). 


Age and sex 

Of all persons 65 and over, more than one-third have passed their 
75th birthday. Almost one in seven is an octogenarian. Women 
outnumber men in the population past 65, by a ratio of nearly 120 
to 100. The excess of women to men increases with each 5-year age 
group, reaching 140 to 100 at age 85 and over. 

The age distribution of the present OASDI beneficiary population 
differs significantly from that of the total aged population. Only 
28 percent of the beneficiaries—in contrast to 34 percent in the total 
aged population—are past 75. Fewer than 1 in 10 is an octogenarian. 
And, among persons 65 and over drawing OASDI benefits, men 
slightly outnumber women—102 to 100. In the age group of 85 and 
Ly Ged the ratio of men to women was 165 to 100 at the end 
of 1957. 

Such a disparity is to be expected in the early years of a social 
insurance system where the primary basis of eligibility 1s employ- 
ment. (The opposite situation is found, of course, under the old-age 
assistance programs, with 164 aged women for every 100 aged men.) 

Several factors account for these differences. The age at which 
male workers have started drawing old-age benefits has averaged 68- 
69 years (3). Asa result, men beneficiaries are somewhat older than 
the total male population aged 65 and over. Women beneficiaries 
who are 65 and over, on the other hand, average more than a year 
younger than all aged women in the population. The population’s 
very oldest women are underrepresented in the beneficiary group 
(they are found instead among the assistance recipients). Not work- 
ers themselves, many of these older women were already widowed 
when the insurance system began, or were wives (many of whom are 
now widowed) of men already out of the labor force. 

In time, this age difference for the women will be largely eliminated. 
For the men, however, the difference reflects retirement practice rather 
than immaturity of the insurance system and can thus be expected 
to continue. If the “beneficiary population” is thought of as in- 
cluding men who would be eligible for benefits were they not still at 
work, however, any difference between the age distribution of this 
group and the total male population 65 and over would probably be 
negligible. 

These age differences color many of the comparisons of the bene- 
ficlary population with the total aged population. For men, the 
differences are accentuated when findings from the beneficiary survey 
are used—because beneficiaries were included in the survey only if 
they had been on the rolls for at least a year and thus tended to be 
older than all beneficiaries. 


Marital status 
The fact that women live longer than men, combined with a tendency 


for men to marry women younger than themselves, results in an aged 
population that contains a great many widows. Of all women 65 
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and over, more than half (55 percent) are widows. Only one out 
of every three aged women, but as many as two out of three men, are 
married and living with the spouse. Of the married couples in the 
total aged population, almost half include a spouse under 65—with the 
younger partner almost always the wife. 

Men beneficiaries of OASDI are about as likely as other aged men 
to be married and living with their wives. Women beneficiaries, on 
the other hand, are more likely than other aged women, being younger, 
to be married. Indeed, close to half of those in the 1957 survey were 
married and living with their husband. Of the married couples with 
one or both members receiving an OASDI benefit, less than three- 
tenths included one spouse under age 65. Information is not yet 
available from the survey as to the proportion of all women beneficiar- 
ies who were widows, but it is obviously smaller than for the total 
aged population. 

Living arrangements 

The vast majority of all aged persons—about eight-tenths of the 
men and seven-tenths of the women—live with a relative. For the 
men, this related person is usually the wife; two-thirds of those 65 
and over, as previously noted, and more than half of those 75 and over, 
are living with their wives. Because women tend to outlive their 
husbands, their living arrangements are different. They are no more 
likely to be living with their husband than with a son, daughter, or 
other relative. This is especially true at the older ages. Of the 
women 75 and over, only 2 in 10 are living with their husbands; be- 
tween four-tenths and five-tenths live with other relatives, while 
more than three-tenths live alone or with nonrelatives. 

While a relatively small proportion of the total aged population 
lives in institutions, this proportion rose rapidly between 1940 and 
1950. Of all people 65 and over, 3.14 percent were in institutions in 
1950 as compared with 2.46 percent in 1940. Over the decade, the 
largest relative increase in the aged institutional population took place 
in homes for the aged and in nursing homes, but the number in hos- 
pitals for the mentally ill increased almost as rapidly. Information 
on changes since 1950 will not be available for the total aged popula- 
tion until the 1960 census results become available. 

A detailed description of the living arrangements of beneficiaries 
in 1957, by martial status, can be drawn from the beneficiary survey. 
Of the couples, three-fourths lived alone; most of the rest who shared 
living arrangements were in their own home rather than in the home 
of a relative. Almost three-fifths of the nonmarried retired workers 
lived alone, and more than one-fifth lived in a relative’s home. Of 
the widows, almost as many lived with others as lived by themselves, 
probably a reflection of their advanced age. Three percent of the non- 
married retired workers and 4 percent of the widows were living in 
institutions at the end of the survey year. 


Sources and amount of income and assets (4) 

In June 1958, one in every five persons 65 and over had a paying 
job. When women who are not themselves earners but are married 
to earners are included, the proportion of the aged population with 
some money income from employment is raised to just over one-fourth 
or almost 4 million people. Fully two-fifths of this group would be 
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drawing benefits under the OASDI program were it not for employ- 
ment. Many of the remainder with earnings have only part-time or 
intermittent work and are at the same time drawing benefits. 

The 8.8 million persons over 65 who were drawing benefits in June 
1958 under the OASDI program accounted for 58 percent of all aged 
persons—64 percent of the aged men and 53 percent of the aged women. 
Substantially all the men were drawing benefits as retired workers. 
Of the women beneficiaries, 42 percent were receiving benefits on the 
basis of their own wage record; more than one-third were drawing a 
wife’s benefit and almost all the remaining a widow’s benefit. 

About 2.5 million persons, or 16 percent of the aged population, 
received old-age assistance in June 1958. Of these, 1.9 million— 
about two-thirds of them women—received their major support from 
assistance. The remainder were receiving assistance payments to ~ 
supplement insurance benefits that were inadequate for their needs. 

Some of the persons not having earnings or income from the basic 
social insurance or public assistance program could count on income 
from the railroad retirement program, from Government employees’ 
systems or from veterans’ compensation and pension programs. In all 
there were well over a million aged persons who received benefits in 
mid-1958 because of the retirement or death of a railroad worker or 
Government employee and some 900,000 who received veterans’ pen- 
sions or compensation payments because of previous military service. 
Some of them also had earnings, OASDI benefits or public assistance; 
others did not. 

Obviously, the aged are a diverse group with respect to sources of 
income. Except for full-time earnings, however, these sources are, by 
their very nature, the kind that do not yield large amounts of income. 
In mid-1958 benefits paid to retired workers under OASDI, for ex- 
ample, were averaging something over $66 a month (roughly $800 a 
year), and old-age assistance payments, a little over $61 (not quite $750 
ayear). The 1958 amendments provided an increase of approximatel 
7 percent in OASDI benefits, effective at the beginning of 1959. Old- 
age assistance payments averaged $64 in December 1958. 

Many of the aged have income from more than one of these sources 
or from these sources and private pensions and savings. But even in 
combination, these sources yield relatively low money incomes for the 
great bulk of the aged population. Thus, both in 1956 and 1957 three- 
fifths of all people 65 and over had less than $1,000 in money income 
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and only one-fifth had more than $2,000. Of the men, two in five had 
less than $1,000 and one in three had $2,000 or more. Of the couples 
with the husband aged 65 or over who had their own household and 
did not share it with relatives—generally the most well to do amon 
the aged—almost half had cash incomes of less than $2,000 in 1956 an 
15 percent reported incomes of $5,000 or more. Half the aged persons 
living alone or with nonrelatives (not in institutions) had incomes of 
$900 or more, half had less. Nonmarried aged persons living with 
_ relatives had on the average even less. 

A number of the aged have available as an additional source of funds 
the assets accumulated in earlier years—in fact, their assets tend to 
be greater than those of younger persons with the same income—but 
it is likely to be those with relatively high income who have substantial 
holdings. A survey made for the Federal Reserve Board early in 1957 
found that 45 percent of all spending units headed by a person aged 
65 or over had financial assets of less than $500 or none at all and 35 

ercent had $2,000 or more, including 11 percent with holdings of 

10,000 or more. Of this latter group, two-fifths had money incomes 
of at least $5,000 and one-fifth of $3,000 to $5,000, whereas of the 
aged spending units whose financial assets amounted to less than $1,000, 
90 percent had incomes of less than $3,000. 

The money income position and asset holdings of aged beneficiaries 
may be illustrated by data from the beneficiary survey for retired 
couples in which both husband and wife were entitled to benefits 
throughout the survey year. ‘The income of single retired workers is 
roughly half that of the couples and the income of widows is some- 
what lower than that of single workers. 

The median total money income of retired beneficiary couples in 
1957 was $2,190, or $183 a month. The couple characteristically had 
some income other than benefits, with half having $900 or more of 
such income for the year. But the source of this additional income 
was such that it could not reasonably be expected to continue in future 
years in approximately the same amount as in the survey year. The 
average couple had no income from an employer or union pension 
(just over one-fourth had income from this source) or from veterans’ 
compensation and pension payments (fewer than 1 in 20 couples had 
such payments). 
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PERCENT DISTRIBUTION OF AGED OAS! BENEFICIARIES 
BY TOTAL MONEY INCOME, 1957 


RETIRED COUPLES a/ 





nder i Zi. Ld Ld y ,00 Ld 

600 ‘i 500 a ‘300 2! io, 4 000. x ‘000 ist 000 and over 
TOTAL MONEY INCOME (in dollars) 
SINGLE RETIRED WORKERS 


|. 
7 


B De 7 bord Sods doldin: PeeiEram 
0 eee I. UH 
0 me a Gg Yr i. Lo CLL OZZZZZZLIA Le 
0- 
cedoe r 200 i ‘200. :: 00 a $000 add evar 
rev foary Neos dollars) 

AO AGED WIDOWS 
50 


i 


‘Z 


— = 4, WD 
Air Ma Ue me a 


4, 7% ‘ 
1 300 Yi 100 4 000 4, ‘000° 5,000 and over 
TOTAL MONEY INCOME (in dollars) 


..a/ Both husband and wife entitled to benefits all year 


SOURCE: BOAS|I Beneficiary Survey, 1957. 


HOSPITALIZATION INSURANCE 11 


The typical retired couple did not receive income from public assist- 
ance, nor did relatives outside the household contribute money to their 
support. Only 6 and 5 percent, respectively, reported these sources 
of supplemental income. The majority of the couples had some in- 
come from assets—interest, dividends, or rental income; for couples 
with such income, half had $200 or more for the year. Earnings 
were not a source of income for the retired worker in most of the 
couples but of the 37 percent who had earnings, half earned more 
than $1,030 during the year. 

These retired couples had a median net worth of $9,620. Liquid 
assets, stocks, bonds, and owned mortgages together accounted for 
a relatively small part of net worth; only half had as much as 
$1,580 in such assets. An equity in the home was of major importance. 
Almost three in every four beneficiary couples owned their own 
homes—most of them free of mortgage—and the median equity in 
nonfarm homes for the homeowners was $8,360. 

The majority of the couples (7 out of 10) carried some life insur- 
ance. For those with life insurance the median face value was $1,810. 


BENEFICIARIES IN THE FUTURE 


With seven-tenths of our aged population now eligible for benefits, 
it seems reasonable to assume that beneficiaries today are fairly rep- 
resentative of beneficiaries in the years immediately ahead. Increas- 
ingly, the beneficiary population will become more nearly synonymous 
with the total aged population. It is estimated that over three-fourths 
of the aged population will be eligible for benefits in 1970, and over 
80 percent in 1980. 

Any assessment of the probable situation of beneficiaries in the 
future must take account of the fact that persons on the beneficiary 
rolls are getting progressively older. Of the beneficiaries 65 and 
over at the end of 1957, there were 28 percent who had passed their 
75th birthday. This is in contrast to the situation 10 years earlier 
when only 20 percent of the aged beneficiaries were of such an advanced 
age. ‘The aging of the beneficiary rolls can be expected to be accom- 
panied not only by higher medical costs but by the using up of 
savings and less opportunity to supplement benefits with earnings. 
Of the retired worker beneficiaries surveyed in 1957, 7 in 10 who 
were not employed at the end of the year reported themselves not well 
enough to work. This proportion ranged from about 6 in 10 at 
the lower ages to about 8 in 10 at the most advanced ages. 

Improvement in the cash income position of beneficiaries can reason- 
ably be expected, if for no other reason than that the benefit itself is 
increasing as a result of higher wage levels. Prior to the effect of the 
1958 amendments, the average old-age benefit awarded in a given 
month was running $9 to $10 higher than the average benefit received 
by all those in current payment status. The 1958 amendments pro- 
vided an increase of roughly 7 percent in these benefits in recognition 
of changes in purchasing power since 1954, and raised the maximum 
OL ae. earnings base for benefits and contributions from $4,200 to 

4,800. 
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It is not so easy to forecast other changes in the economic situation 
of aged beneficiaries in the years ahead. Between 1951 and 1957 the 
average total money income of retired workers on the OASI rolls 
went up roughly 50 percent, much more than the rise in consumer 
prices. The net worth of beneficiaries also rose substantially in dol- 
lar terms but much of this increase resulted from a higher valuation 
of the owned home, the most usual asset of aged persons. 

Earnings were more important as a supplement to benefits in 1957 
tha in 1951, reflecting liberalization of the retirement test and the 
addition to the benefit rolls of self-employed persons who tend to 
continue at work longer than wage or salaried employees. 

Nevertheless, the proportion of beneficiaries for whom benefits re- 
mained practically the sole source of cash income was almost un- ~ 
changed between 1951 and 1957. In the case of retired couples, for 
example, while the proportion with as much as $1,500 in addition to 
benefits increase from 1 in 5 to almost 1 in 3, the proportion with no 
money income other than their benefit or less than $75 was nearly 
one-fifth in 1957 as it had been in 1951. 

Assumptions as to continued improvement in the income situation 
of beneficiaries must be tempered by the caution that future benefi- 
claries will come increasingly from the low-income agricultural areas. 
The insurance system, originally limited to wage and salary workers 
in industry and commerce, has gradually been expanded to cover 
virtually all the gainfully employed, including agricultural and 
domestic workers, farm operators, and other self-employed persons. 
The impact of the original coverage was naturally much greater in 
the industrialized and more prosperous States. 

Because of their late start, the rural low-income areas can be 
expected to account for proportionately more beneficiaries during the 
years ahead while they are catching up. These are the areas where 
the total income of beneficiaries—and the benefit itself—can be ex- 
pected to be relatively low because of low wage levels. Workers quali- 
fying on the basis of agricultural employment and self-employment 
will also be much less likely to have private pensions or other health 
and welfare benefits to supplement their OASDI income. 


SOURCES 


(1) These and subsequent population data relating to all aged persons are 
based on the most recent Census Bureau reports updated and adjusted by the 
Social Security Administration to include estimates for Alaska, Hawaii, Puerto 
Rico, and the Virgin Islands. 

(2) For further detail, see “Income of OASI Beneficiaries: Highlights From 
Preliminary Data, 1957 Survey,” Social Security Bulletin, August 1958; “Assets 
and Net Worth of OASI Beneficiaries: Highlights From Preliminary Data, 1957 
Survey,” Social Security Bulletin, January 1959. 

(8) For further detail see Social Security Bulletin, Annual Statistical Supple- 
ment, 1957. 

(4) Income data for all aged persons are based on “Selected Sources of Money 
Income for Aged Persons,” Social Security Bulletin, December 1958 ; Bureau of the 
Census, Current Population Reports, Series P-60, Nos. 27 and 30; and unpublished 
tabulations prepared (for 1956) by the Bureau of the Census for the Social Secu- 
rity Administration. For further detail on assets, see “Survey of Consumer 
Finances: The Financial Position of Consumers,’ Federal Reserve Bulletin, 
August 1957 and September 1957. Cross-tabulation of asset holders by income 
is unpublished. The spending unit is defined to include all related persons living 
in the same dwelling who pool their incomes for major expenses and also persons 
living alone. 


CHAPTER II 


CURRENT LEVELS OF USE OF HOSPITALS AND EXPENDI- 
TURES FOR HOSPITAL AND MEDICAL CARE BY AGED 
PERSONS 


The success of modern medicine in preventing epidemics and in 
curing or controlling diseases once usually fatal has brought chronic 
illness, particularly the illnesses of old age, to the fore as a health 
oe In part because of these new developments, older persons 

ave greater need for hospital and other medical services than younger 
persons. They may require more elaborate types of care than younger 
persons and their recovery is likely to be slower. 

Beyond these general observations, however, there is no adequate 
basis for judgment as to how much hospital and medical care older 
persons—or, indeed, the population as a whole—should be receiving. 
There is some information as to how much they are getting and how 
their total expenditures for medical care are distributed among differ- 
ent types of service. 

Hrattu Stratus 


The National Health Survey is beginning to yield a wealth of new 
and useful data on the health status of the civilian noninstitutional 
population and the medical services they receive. Some contrasts in 
health status between persons aged 65 and over and persons of all ages 
are evident in the following summary findings based on the first 12 
months of the survey (table 1). 


TABLE 1.—National health survey: Frequency of occurrence of specified health 
conditions and utilization of services, 1957-58 (1) 


Rate per 100 persons per year 


Type of experience } 


Persons aged Persons Persons 

65 and over |underage6é5 | of all ages 
He OStICtGG ACtiVity, Cay Sater ~ shots secant os Se Le eee 4, 730 1, 743 2, 000 
Bed disability days including hospital days.._.........-...--- 1, 630 697 780 
Daysin-snort-stay, bospitals 205. 49220222 tees alec: 178 76 85 
incidence of acute conditions. <2. =.= s224on0-252 occ ccantenan= 163 269 260 
Persons with one or more chronic conditions !_.............--- 76 38 41 
Persons with activity limited by chronic ccnditions !1___.._-.. 42 ih 10 
IReTSOUSHTIUnCGn toeee se cee roe. Bae eee Jee ee Cee 25 28 28 
Py sicianevisitsae sae cae sees. Sas Ie A dE ee Ce Eek 680 514 630 
MD CUPS RVASIGS saaee eos aoe ea ee Soe ame eG Le ee ole 80 168 160 


1 Based on first quarter data. 


These figures corroborate the findings of earlier studies that the 
aged spend at least twice as many days per capita in general hospitals 
as the population as a whole, that acute conditions occur less fre- 
quently among the aged and chronic conditions more frequently than 
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among younger persons. Aged persons, according to this survey, see 
the dentist at about half the frequency, and eS more fre- 
quently than Isis of all ages. Among the chronic diseases in which 
the case rate for the aged is substantially higher than for younger age 
groups are: cancer, cerebral hemorrhage, heart diseases, nephritis, 
high blood pressure and arteriosclerosis, and arthritis and rheumatism. 

Another indication that the medical-care needs of older persons 
are considerably greater than those of the rest of the population is 
afforded by data on costs of medical care (out-of-pocket expenses, 
less health insurance premiums, plus health insurance benefits) ob- 
tained in a nationwide survey of family medical-care costs (2). In 
the 12-month period July 1952—June 1953 the average cost of medical 
care per person in the noninstitutional population was $66, but for 
those aged 65 years or more it was $102, or half again as much. A | 
very rough estimate of the equivalent cost at current prices (using 
the Consumer Price Index as a basis for adjustment) would be $81 and 
$125, respectively, per person. 

There are also significant differences in the distribution of the 
medical-care dollar of the aged as compared with the rest of the 
population. The same study shows that hospital bills? and medicines 
made up considerably larger proportions of the medical care costs 
for the aged than for the population as a whole, 24 and 21 percent 
compared with 20 and 15 percent. Because hospital costs have in- 
creased more rapidly than other medical costs, the proportion of total 
medical costs represented by hospital services would be higher today— 
perhaps 28 percent for the aged—if utilization of the various types of 
medical services is assumed not to have changed. 


UTILIzATION oF GENERAL Hosprra.ts By AGED PERsons 


In the past 2 years there have been four surveys from which na- 
tional data were obtained on the use of hospitals by persons aged 65 
and over. As of the time of writing of this report, only preliminary 
data are available from two of the surveys and the analysis of much 
of the detailed data from a third has not been completed. However, 
the data that are in such form as to permit analysis provide sub- 
stantial information on the current use of hospitals by aged persons 
and a reasonable basis for estimates of the cost of prepayment of hos- 
pital expenses for OASDI beneficiaries. 

The four new national surveys are (I) the survey of OASDI bene- 
ficiaries made by the Bureau of Old-Age and Survivors Insurance 
in the fall of 1957 (3), (11) the survey carried out in September 1956 
by the Bureau of the Census for the Public Health Service as an 
extension of the monthly current population survey (4), (III) data 
from the national health survey for the period July 1957—June 1958 
(1), and (IV) a survey financed by the Health Information Founda- 
tion and carried out by the National Opinion Research Center of the 
University of Chicago in the spring of 1957 (6). Considerably more 
detailed information is at present available from the first two of these 
studies than from the last two. 


1{Including expenditures for emergency outpatient care; excluding most payments for 
care in long-term hospitals because many of the patients in long-term hospitals are not 
considered part of the noninstitutional population and also excluding the value of free 
or reduced-rate care in nongovernmental nonprofit hospitals if it was not connected with 
any form of prepaid medical-care plan or insurance, 
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Although limited to current beneficiaries, the BOASI survey in- 
cluded beneficiaries residing in institutions. Data presented here 
from the other three surveys relate to the total noninstitutionalized 
population. In the fourth study, however, data were not collected 
ae a member of the family who was in a hospital on the survey 
date. Household surveys generally miss some days of hospital ex- 
perience, because they fail to enumerate persons who live alone and 
are in the hospital on the survey date, members of families that break 
up at least temporarily because of major illness, and persons who have 
died during the survey year. The last omission is the most important 
quantitatively. There are a few studies which provide some basis for 
an adjustment to take account of these missing days of hospital care. 
The adjustment is larger for the older age groups because of the 
higher proportion of deaths in these groups than in the population 
under 65. For the cost estimates presented in Chapter V, a substantial 
allowance (in the neighborhood of 20 to 25 percent for the entire 
group aged 65 and over) was made for this factor. The available 
data permit nothing more than a rough overall correction, however, 
and the analysis of hospital utilization which follows relates to the 
information reported in the surveys.? 

The most important overall measures of the extent of hospital use 
by all persons aged 65 and over included in the four surveys are sum- 
marized in table 2. 


TABLE 2.—Use of hospitals by persons aged 65 and over, 4 national surveys, 


1956-58 
Annual rate BOASI, |Census-PHS, NHS, NORC-HIF, 
1957 1956 1957-58 1957 
Persons hospitalized per 100__--.-.------------- 11.1 9.9 112.1 10. 4 
Average days of care per person hospitalized - - - 21,2 17.6 214,8 15.4 
Days of hospital care per 100 persons in popu- 
Ptbionr coterie ns doe Akh Sek Sole | 236. 0 175.0 178.0 160.0 
Excluding days: 

IBCVONGdS0 =. Joes 5 a cee eee 158. 0 125.0 3144.0 (4) 
RevonG. 606s ote ee ee ce suen. 192.0 149. 0 (4) 152. 0 

Bev ONG 00. Sera se ese 204. 0 160. 0 3172.0 (4) 





1 Number of diseharges. 

2 Days per discharge. 

3 Exclusion based on days per discharge. 
4 Not available. 


These data all relate to care in general and short-term special hos- 
pitals (excluding care in mental institutions, tuberculosis sanitoriums, 
nursing homes, and similar institutions). The data from the national 
health survey that have been tabulated as of this time relate to hos- 
pital discharges, rather than number of persons hospitalized. Since 
some persons are hospitalized more than once during a year the num- 
ber of admissions or discharges is nae than the number of persons 
hospitalized. In the BOASI survey, for instance, the annual rate of 
admissions was 13.6 as compared with the rate of 11.1 persons. hos- 
pitalized per 100 persons. The Census-PHS 1956 survey also showed 


2 Data collected in the BOASE survey on hospital utilization of a beneficiary’s spouse 
who died during the year were excluded from the analysis because similar data were not 
obtained for old-age beneficiaries who died during the survey period, and data available 
from hospital records.for use in making the correction. for decedents apply to all deceased 
persons regardless of family: status. 
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about 25 percent more admissions than persons hospitalized during 
the year. A count of the number of perons hospitalized from the 
national health survey will probably show between 10 and 11 persons 
per 100. The proportion of aged persons found to be hospitalized 
during a year was thus very similar in all four studies. 

The average days per admission or per discharge are of course less 
than the average days per person hospitalized. The total days of 
hospital care per hundred persons in a survey population are the 
same whether based on a count of admissions or of persons hospital- 
ized. The data from the four surveys on this item are thus directly 
comparable. 

The number of OASDI beneficiaries entering hospitals was some- 
what larger than that shown by the surveys for the aged population 
as a whole and their average stay was significantly longer. Bene- 
ficiaries thus had more days of hospitalization per capita per annum. 

The special characteristics of the beneficiary group suggest some 
reasons for this difference. Retired persons are more likely to need 
hospitalization than those still at work and for the most part the 
BOASI survey excludes persons who are not substantially retired. 
Moreover, many of the beneficiaries, particularly among the men 
aged 65-69, probably retired because of poor health. 

Persons in the institutional population are more likely than others 
to be in poor health and the BOASI survey is the only one to include 
the institutional population. Furthermore, the beneficiary data in- 
clude persons who are hospitalized during the entire survey year; 
such cases were omitted entirely in one of the other surveys and may 
have been underenumerated in the other two insofar as the individuals 
were not counted as members of the surveyed household. The bene- 
ficiary group includes somewhat more persons with hospital insur- 
ance (48 percent) than the aged population as a whole, and fewer 
recipients of public assistance or others with very low income. 

Some of the factors which influence the extent of hospital utiliza- 
tion can be identified from the more detailed information that is avail- 
able from some of the surveys. 


Personal characteristics 

Age, sex, and marital status all affect the amount of time spent in 
hospitals. Household surveys show that aged men are admitted more 
frequently and stay longer in hospitals than aged women. The dif- 
ferences found are much greater in some surveys than in others and, 
perhaps because of sampling variations, are not consistent for ali age 
and other subgroups. The very limited information that is available 
relating to persons who die in hospitals suggests that women decedents 
have somewhat more days of hospitalization than men decedents. 

In general, the amount of time spent in the hospital for every 100 
persons in the population increases with age. In the Census-PHS 
survey there were 176 days of hospitalization 1n a year for every 100 
persons aged 65-69 and 207 days for every 100 persons aged 75 and 
over. 

Marital status and the interrelated factor of living arrangements 
also affect the need for hospital care. A person living alone may have 
to be hospitalized for an illness which could be treated at home if 
other people were present to provide care. Married men and 
widows—many of the latter live with their children—have in gen- 
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eral lower rates of hospitalization than single persons; married 
women have almost as high rates as single women, perhaps because 
aged husbands are less able to care for their wives than women for 
their husbands. 


Income 

In the main the probability of a beneficiary entering a hospital 
during the year, as indicated by BOASI survey data, bears no system- 
atic relationship to his income (or, in the case of married beneficiaries, 
to the income of the couple). At each income level, however, those 
beneficiaries with some health insurance tend to have a higher hos- 
pital admission rate than beneficiaries with no insurance. 


Insurance status 

Persons who have health insurance enter hospitals more frequently, 
but have more short-duration stays than those who are uninsured. 
For the BOASI and the Census-PHS surveys, the experience of those 
aged 65 and over with and without insurance in the 12-month period 
is shown in table 8. 


TaBLe 3.—Use of hospitals by persons aged 65 and over, by hospital insurance 
coverage status, BOASTI, 1957, and Census-PHS, 1956, surveys 


BOASI, 1957 Census-PHS, 1956 


Insured {| Uninsured | Insured | Uninsured 





Persons hospitalized per 100 persons..__-__._-..----..-- 14, 2 8.8 12.4 8. 


5 
Average days of care per person hosptalizied_......____- 17.4 25. 7 15.0 19.8 
Total days hospital care per 100 persons.__......._---- 248. 0 226. 0 186. 0 168. 0 


The reasons for these differences are fairly clear. Persons with 
insurance are more likely to go to the hospital early in the course of 
an illness or for essentially diagnostic purposes and thus stay a rela- 
tively short time. The uninsured group includes a larger proportion 
of “impaired risks” who cannot purchase insurance, of older persons 
with more serious medical needs, and probably of persons who because 
of fear of the costs postpone getting medical and hospital care until 
the need is overwhelming. 

The type of health insurance found among a particular group may 
itself affect the extent of hospitalization. It is generally assumed by 
those working in the field that utilization will be higher the more 
nearly complete the protection provided for a particular risk. This 
is one of the reasons given for use of coinsurance; it is also one of 
the reasons advanced by the insurance industry for assuming a very 
large increase in utilization beyond that now found for persons having 
cash indemnity insurance if a program of hospital service benefits were 
made available to most of the aged population. There is little factual 
basis for measuring the magnitude of such differences. 

Another factor of some significance would appear to be the extent 
to which insurance or prepayment applies to the total medical bill and 
not just to a part, such as hospitalization or hospital and surgical care. 
One recent carefully designed comparative study showed signifi- 
cantly (about 20 percent) lower hospital admission rates for the mem- 
bers of a large prepayment plan that provides almost all medical 
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services outside as well as in the hospital than for a comparable group 
who had hospital or hospital-surgical insurance only. For persons 
admitted to the hospital the average duration of stay was much the 
same in the two groups. As a result the average annual number of 
days of care per 100 persons in the comprehensive prepayment plan 
was about 85 percent of that for the other group. In the case of per- 
sons aged 65 and over the differences were less than for those in 
younger ages. The overall utilization rate for persons aged 65 and 
over in the prepayment plan was 159.5 days as compared with 168.1 
days for the group with more limited insurance coverage (6). 

Type of hospital 

As was indicated earlier, the hospital care that is measured in all the 
data cited was received in general and special short-stay hospitals. As_ 
might be expected, the average duration of stay in Veterans’ Admin- 
istration general hospitals, which treat short-term and long-term 
patients, is considerably higher than that for patients treated in pri- 
vate, short-term hospitals. 

The 1956 Census-PHS survey found that veterans of wars other 
than World War II spent 34 days, on the average, when hospitalized 
in a Federal (predominently VA) hospital and only 10 days when 
hospitalized in a non-Federal short-term general hospital. 

Preliminary data from the recent National Health Survey show 
similar differentials in length of hospital stay between veterans treated 
in Veterans’ Administration general hospitals and persons discharged 
from private and public general hospitals. 

In the main, these differences are accounted for by the fact that 
more than 35 percent of all patients in VA general hospitals are in fact 
neuropsychiatric or tuberculosis patients and another 20 percent are 
patients treated for either a neoplastic, a chronically disabling respira- 
tory or cardiovascular disability (7). Utilization rates derived from 
stays In all general hospitals are thus likely to be higher than would 
be found for non-Federal hospitals only. 


Cuances In Hosprrau Urirazation Since 1951 ~ 


The utilization rates derived from two of the current national sur- 
veys can be compared with data obtained in two 1951 surveys: a Cen- 
sus-SSA. survey similar to the Census-PHS 1956 survey and the 1951 
BOASI beneficiary survey. 

The same general relationships between utilization rates for the 
aged and for the total population, and for those with and those with- 
cut insurance were found in the earlier studies as in the comparable 
1956 or 1957 experience. During the period, there was an increase 
both in the Propohate of persons aged 65 and over and in the propor- 
tion of aged beneficiaries with insurance. The total days of care per 
100 aged persons also increased, but very much less than the increase 
insurance coverage. 

The 1951 Census-SSA survey showed 26 percent of the persons 65 
and over having hospitalization insurance while hospital utilization 
for the entire 65 and over group was 165 days of general hospital care 
per 100 persons in the population (8). The comparable figures from 
the Census-PHS 1956 survey were 36 percent with hospital insurance 
and a utilization rate of 175 per 100 persons aged 65 and over. The 
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1951 beneficiary survey showed 23 percent with hospitalization insur- 
ance and a utilization rate of 225 days per 100 aged beneficiaries (9), 
as compared with 43 percent with insurance and a utilization rate of 
236 per 100 in the 1957 beneficiary survey. 


DuRATION oF GENERAL Hosprran STAYS 


For persons aged 65 and over the four recent national surveys show 
from 15 to 22 days of hospitalization per year per person hospitalized 
in general hospitals. These averages include many short and some 
very long stays. The relative number of aged persons hospitalized 
for different periods of time during a year in the two surveys for 
which such information is now available is shown in table 4. 


TABLE 4.—Percent of persons aged 65 and over hospitalized for specified periods 
of time during the year, Census-PHS, 1956, and BOASI, 1957, surveys 


Days hospitalized Census-PHS,} BOASI, 
“1956 1957 
TL WD) BLY. CIR Gh ee a eae op ep cg eee 71.5 81.9 
os PRCOR OURAN St eae Se uo aie ae eee tenet Si Seo eee a eS 18. 5 12.4 
CIGCOLOO GAY Sse a. a sec bate no oe eee en ee er eo ES Eder 5. 2 3: 2 
ONG AV Sta (RON Clear oe Seek ao ean ee ee ee OE eee es oer ehy eet 4.8 2. 5 


AGED OASi BENEFICIARIES IN GENERAL HOSPITALS FOR SPECIFIED 
PERIODS DURING THE YEAR 
AND | 
AGGREGATE DAYS OF HOSPITALIZATION 


PERCENT 


PERSONS HOSPITALIZED 


DAYS OF HOSPITALIZATION 


1%o Hie 





SOURCE: BOASI Beneficiary Survey, 1957 Data for persons aged 65 and over 
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Although a larger proportion of the aged beneficiaries than of all 
aged persons included in the Census-PHS survey had less than 31 days 
and a smaller proportion had more than 60 days of hospitalization 
during the year, the very long stays of a relatively few beneficiaries, as 
well as the somewhat higher rates of persons hospitalized, resulted in 
considerably more days of hospitalization for the entire beneficiary 
group. 

The total days of hospital care per 100 persons in the population, ex- 
cluding days beyond 80, beyond 60, and beyond 90, were shown on page 
15 above. The percent of all days accounted for by periods of hos- 
pitalization of different duration during a year were as follows: 


TABLE 5.—Persons aged 65 and over: Days of general hospital care per 100 per- 
sons per year and percent of days in periods of specified duration during year, 
Census-PHS, 1956, and BOASI, 1957, surveys 


BOASI, 1957 
Census- 
PHS 1956 With Without 
Total health health 


insurance | insurance 


Days of general hospital care per 100 persons per year--- 175 236 248 226 
Percent of days accounted for by days— 

AB ClOreuL HGS LSt eee eeee eee ee es Soa ee iil 

13. 


These figures indicate also the very large differences between bene- 
ficiaries with some type of health insurance and those without insur- 
ance in the duration of hospitalization. The survey shows that only 
about 2 percent of the insured beneficiaries but nearly 10 percent of 
the uninsured group spent more than 60 days in the hospital. 


Hosprrau UriizaTION FoR SELECTED GROUPS IN THE UNITED STATES 
AND ABROAD 


The information with regard to the use of hospitals by aged persons 
that has been presented above comes from representative national 
surveys. It thus includes the experience of persons in all sections of 
the country, in rural and in urban areas, at all income levels, with and 
without hospital insurance and with different kinds of insurance. 

Although comparable information is not available for most States 
or major areas within States, it is known that there are significant 
differences in the amount of hospital care received by the total popu- 
lation—and presumably by the aged population—in different sections 
of the country. These differences result not only from differences in 
the age, sex, family structure and income levels of the population; 
they are affected also by the characteristics of medical practice and 
by the overall supply of hospital beds, which in turn may reflect rural- 
ity and relative wealth of the States. If hospital beds in a community 
are in short supply, the acutely ill will have first call on the available 
beds, and aia stays will on the average be shorter than if beds 
are plentiful. 

The Nation’s hospital plant today provides 3.5 hospital beds per 
1,000 population in non-Federal short-term general and special hos- 
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pitals and 4.2 per 1,000 in all general (short- and long-term, including 
Federal) and all short-term special hospitals (70). It is of some 
significance that these proportions are almost exactly the same as in 
1946, in spite of the postwar program of hospital construction and the 
sizable growth during the period in the use of voluntary health insur- 
ance to prepay the costs of hospitalization. Acceptable non-Federal 
general hospital beds, according to Public Health Service data for 
July 1, 1958, are somewhat more evenly distributed in relation to pop- 
ulation today than in 1946, but even in 1958, the number of beds per 
1,000 population varied from 2.49 in South Carolina and 2.58 in Indi- 
ana to 5.07 in Montana (7). 

Scattered information with regard to hospital utilization is avail- 
able from a considerable number of local surveys or surveys based on 
the experience of particular population groups or insured plans. As 
would be expected, the utilization rates derived from such special ex- 
periences show a very wide range (72). 

For example, a New York City study made in 1951 showed an 
annual rate of 94 days of general hospital care per 100 persons aged 
65 and over. The California Health Survey of 1954-55, on the other 
hand, found 190 days of hospitalization for each 100 persons aged 65 
and over. These two studies included both insured and uninsured 
aged persons. | 

There are more studies that relate to an insured population only. 
A 1954 study of Blue Cross-Blue Shield subscribers in New York City 

ave a rate of 168 days per 100 members; a 1955 study of New York 
City subscribers to Blue Cross and HIP a rate of 160 days per 100 
subscribers. 

A number of the studies made about 1950-52 relate to persons aged 
55 and over, probably because too few persons aged 65 and over were 
then insured to make any sample data for that age group very relia- 
ble. Birmingham Blue Cross subscribers aged 55 and over had a 
utilization rate of 98 per 100 in 1952-53 and Boston Blue Cross sub- 
scribers in this age group a rate of 162 per 100, while Boston holders 
of Aetna Insurance Co. hospital policies who were aged 55 and over 
utilized 123 days per 100 policyholders. 

Aged pensioners of the General Electric Co. used 226 days of hospi- 
tal care per 100 in the years 1948-51. Missouri Pacific Railroad pen- 
sioners in 1954 used 550 days; the benefits in this plan include 
complete medical care but only when the individual is hospitalized 
and care is paid for up to 365 days in the hospital. 

Some experience data are also available from certain government- 
sponsored hospital programs in other countries. These data are fre- 
quently cited as indicative of what may happen in the United States 
if a large proportion of the aged population should come to have 
hospital insurance. Hospital utilization is influenced by many social 
and cultural factors as well as by differences in the organization of 
the total medical services of a country, and there are marked varia- 
tions in the experience of different foreign countries. 

Most of the readily available information as to hospital utilization 
in other countries relates to the total population and not to the aged 
population. Data specifically for persons aged 65 and over are avail- 
able from several of the provinces of Canada. Attention is usually 
directed to those provinces that have publicly supported hospital pro- 
grams, and particularly to Saskatchewan. 
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Hospital utilization rates both for the aged and for the entire 
population are much higher in Saskatchewan than those found in the 
United States. In 1957 the rate for the entire population of the 
province was 228 days per 100 persons and for persons 65 and over it 
was 687 days per 100. The underlying reasons are fairly clear. 
Saskatchewan is a poor, highly rural province. The province has de- 
liberately provided a hospital bed capacity considerably larger than 
that ordinarily regarded as necessary or desirable. In 1957, it had 
7.4 general hospital beds per 1,000 population (as compared with 4.2 
in the United States). An air ambulance service brings persons from 
remote areas to hospitals for all kinds of care. 

The Saskatchewan public hospital service program has no restric- 
tions as to age, kind of disease or duration of care provided. <A sub- 
stantial proportion of the persons hospitalized, and particularly of 
those 65 and over, are hospitalized for chronic conditions (60 percent. 
of those 65 and over according to a recent Public Health Service study 
(12)), and the proportion of long-stay cases—some as long as 5 
years—is comparatively high. 

About 27 percent of all persons receiving hospital service in Sas- 
katchewan are public-assistance recipients who are entitled also to 
care by private physicians paid from public funds. Physicians’ visits 
to these cases are found to be mainly in the hospital, a saving in 
physician time that is particularly significant in a Province where so 
large a part of the population lives in remote areas. From the point 
of view of the patient, and his family also, hospitalization may be dic- 
tated by social as well as strictly medical considerations. 

In effect, the Saskatchewan hospital program has operated as an 
institutional-care program. ‘The Province is now starting a program 
for construction of nursing homes and other special types of facilities 
that in time may somewhat alter this general picture. 

In British Columbia—where a system of public hospital care has 
also been in existence for a number of years, but where hospital bed 
capacity is lower, and hospital benefits, though unlimited in duration, 
are avallable only for acute illnesses—the hospital utilization rate for 
for persons 65 and over is about half that in Saskatchewan. 


Urimization or Nurstnc Homes Ann OTHER Factririss 


There is much less information with regard to the extent of utiliza- 
tion of nursing homes and other types of medical facilities by aged 
persons. Most population surveys relate primarily, if not exclusively, 
to persons who are not living in institutions. Surveys of the institu- 
tional population have been infrequent and have provided little infor- 
mation as to rates of admission, length of stay, or similar factors. 

The BOASI survey not only included beneficiaries who were resi- 
ing in institutions at the time of the survey, but also obtained informa- 
tion on the total time spent in institutions during the survey year. 
As compared with 11 in every 100 aged beneficiaries who spent some 
time in a general hospital during the survey year, there were 2.3 per 
100 who spent some time in long-stay institutions—1.0 in mental hos- 
pitals, tuberculosis, sanatoriums, or other types of chronic disease hos- 
pitals, and 1.3 persons in nursing homes. 
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“The total days spent in these chronic-care institutions aggregated 
considerably more than the total days in general hospitals—448 days 
of institutional care as compared to 236 days of hospital care per 100 
beneficiaries. There were 172 days of care in mental, tuberculosis, 
and other chronic disease hospitals, and 276 days of care in nursing 
homes per 100 beneficiaries. It was not practicable to get from the 
beneficiaries who were surveyed sufficient information to classify the 
nursing homes even roughly into those that provided primarily resi- 
dential and custodial care and those that gave skilled nursing and 
medical care. 

Sixty-seven percent of all the recorded stays in nursing homes were 
for more than 60 days, and many were for a full year. Only 18 per- 
cent of the aged beneficiaries who had been in nursing homes during 
the survey year had spent less than 30 days in the home. A third of 
the nursing-home cases spent some time in a hospital during the survey 
year, almost always a general hospital. 

There are perhaps 450,000 beds in nursing homes of all types in 
the United States. A recent national conference on nursing homes 
and homes for the aged suggested that such homes be classified ac- 
cording to the kind of service they provide as residential facilities, 
personal care facilities, nursing care facilities and multiple service 
facilities. 

The latter two categories would encompass what earlier Public 
Health Servise studies had called skilled nursing homes. To meet 
this definition a home must provide skiled nursing care and related 
medical services for 24 hoursa day. As of January 1958, the States 
reported (under the Hill-Burton medical facilities construction pro- 
gram) a total of 221,435 skilled nursing home beds. Of these, 108,416 
were considered unacceptable becauseof fire hazards or health 
reasons. In the aggregate the States considered that they needed 
436,000 skilled nursing home beds. 

About three-fourths of all skilled nursing homes, with a little less 
than two-thirds of the beds, are proprietary institutions. In July 
1956, the latest date for which detailed figures are available, 5 percent 
of the homes with about 15 percent of the beds were publicly owned 
and operated; the remainder were nonprofit homes or of unknown 
ownership (14). 

A 1953-54 survey of nursing homes in 13 States found that 90 per- 
cent of the patients in proprietary nursing homes (including all types 
and not just skilled nursing homes) were aged 65 and over. Two- 
thirds of the aged patients were women. Only one-half could walk 
alone and one-fifth were completely bedfast. Eighteen percent of 
the patients had been in their present home for 3 years or more. 
Public assistance financed, entirely or in part, the cost of care of one- 
half of all patients in proprietary nursing homes (75). 

There are a few other scattered studies which give some indication 
of the characteristics of persons in nursing homes. For example, a 
1958 study of 530 residents of five Jewish homes for the aged. which 
provide nursing-home type care found that half of the persons in 
the homes were 80 years or age or over and widows constituted the 
largest group. In the four homes in the United States (one of the 
homes studied was in Canada) almost one-half the. residents were 
supported primarily by public assistance. At the time of the study 
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3 in every 10 residents had been living in the home 5 years or longer. 
Some nursing service was required by all but a small fraction of the 
residents and many required extensive medical services as well (76). 


Mepicat Care Costs 


It is well known that the aged, like other predominantly low-in- 
come groups, are likely to find the financing of their medical needs a 
heavy burden. Sometimes they forego necessary medical care en- 
tirely or defer it much longer than is desirable. In other instances 
they get the care they need, but must relay on others to help pay for 
it. The degree to which they fail to obtain an adequate amount of 
medical care can only be inferred. However, the degree to which 
older persons encounter difficulty in paying for the medical care they 
receive—as well as the amount of their costs—can be illustrated by - 
preliminary findings from the 1957 survey of OASDI beneficiaries. 

The statistics presented above on hospital utilization relate to all 
individuals or all beneficiaries aged 65 and over. The analysis of 
medical care costs that follows is presented separately for nonmarried 
beneficiaries aged 65 and over and for beneficiary couples (some of 
which include a spouse under age 65) because for married persons, 
an analysis of medical care costs, their relationship to resources, and 
the means of meeting them, are much more meaningful when related 
to couples than to the individuals making up the couples. 

Since total medical costs include household medicine chest items 
as well as prescription medicines and the services rendered by hos- 
pitals, physicians, and others, it is to be expected that few beneficiary 
groups would have no costs during a period of a year. Of the mar- 
ried couples in the survey sample, for instance, only 8 percent re- 
ported incurring no medical costs during the survey year. Another 
6 percent reported that some (or all) of their care was furnished 
“free,” ie., without direct charge to anyone.’ Nine percent had known 
costs totaling $800 or more (table 6). 


TABLE 6.—Medical costs: Percent distribution of aged OASI beneficiaries by 
amount incurred during year, 1957 


Total medical cost Beneficiary | Nonmarried 

couples beneficiaries 
PDO As as Sere he aoe oe ee eee OO iin SI Se oe ne ee a 100 100 
Nonesinetirred . 2-2 ee eo ee ee re en ge Cae See 3 8 
$1 CO SO0s Peis aI EE TSR ANS 8 ADL Ps Lee ee ee ot ee oo Be eee 28 49 
STOO: topSl OOuer me Mak Bi St Fe ated Se ee 2 EL Sp a PE 17 17 
EDO OLE Bo eae ee a cas ree ce ee ee Ore ee ee ee ae 13 8 
S300 COtSSO0 Set ete eee Ses RE RE a ee ee See Soe 9 4 
SANO COIS 400 hes Se ee ee ig en ees ee a ee ee Se ee eee we 6 3 
SHOOAOTSHOG Res ws Ee es ee ECS eee ee co Se 4 1 
$600 to'$790 soe ee a ee i Re oe eek Ne eS 3 2 
SRO CO BIO eae ee er ee ee ee et ee eRe ee oe Re re ee Te ee 2 1 
SPOOO Ors OVELr! Lr. SEEe Ee ey een a ee eer ee) ae Se Se ee 7 4 
Some: free: care): #6. =r Se ea es a Se er ee Bee ed 6 3 
Unknown ete BEF ee oo ee ee ate. fe SoS eee ee ee ee 2 2 





3 Beneficiaries were not necessarily classified as receiving ‘‘free’’ care because they them- 
selves or their relatives did not pay for it. They were classified as receiving ‘free’ care 
whenever care was supplied by a hospital or doctor and no bill was rendered to anyone, or 
when a public assistance or other agency made payment directly to the hospital or doctor, 
or other vendor and the beneficiary did not know the amount of such payment. The 
dollar value of the medical care for which there was a charge was not tabulated if some 
care was received “free.” 
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For those beneficiaries reporting medical costs of known amount 
(including zero) and having no item furnished “free,” the median 
expense incurred was about $190 for the married couples, a little more 
than twice the figure of $90 for the nonmarried beneficiaries. Because, 
as shown below, beneficiaries with some “free” care or costs of un- 
known amount had hospitalization more often than other beneficiaries, 
the cost of their care, if known, would probably have raised the me- 
dians above these levels. 

On the whole, there appears but little systematic relationship be- 
tween the amount of medical costs and the amount of cash income. 
This is consistent with the finding that there is no systematic rela- 
tionship between the size of income and the number of persons hos- 
pitalized per 100 beneficiaries. The distribution of nonmarried bene- 
ficiaries at different income levels by amount of medical cost, pre- 
sented by way of illustration, is shown in table 7. 


TABLE 7.—Medical costs and income: Percent distribution of aged nonmarried 
OASI beneficiaries with specified incomes, by amount incurred during year, 
1957 


Total medical cost 


Money income , 
Total None or less} $100 and $500 and | Some free | Unknown 


than $100 | under $500 over care 

AMIBTOICOMES! 222225 asse= 100 50 32 8 8 2 
WinGdersoQ0s 2 soseeess soos. 100 51 35 i 5 2 
S600; tool 100. 2252-22 oh nce 100 54 7 9 2 
SN i eo Ee 100 48 34 7 10 1 
SI SOOHtONS2/399be of ea ee sce 100 45 36 10 7 2 
BP AV O62, 000 wa Sc oe xk Sas 100 51 34 8 5 2 
$3000 and. OVEr.:.- 2... ceo sce 100 42 35 16 4 3 


Medical costs and hospitalization 


Total medical costs during a year are of course likely to be much 
larger when there is a period of hospitalization or nursing home care 
than when there is not. The median costs, for example, for those 
couples repoiting at least one episode of hospitalization + for either 
member (excluding those receiving any “free” service or with un- 
known costs) was about $700 compared with only $140 for those cou- 
ples whose medical costs for the year included no hospitalization. 


The data in this section cover cost of stays not only in general hospitals but also 
those in mental, tuberculosis, and other long-stay hospitals and in nursing homes, and 
the term “hospitalization” is used to relate to all such care, unless otherwise specified. 


38602—59— 3 
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TOTAL MEDICAL COSTS FOR AGED OAS! BENEFICIARIES: 
PERCENT DISTRIBUTION FOR THOSE HOSPITALIZED a/ 
AND NOT HOSPITALIZED DURING YEAR. 


BENEFICIARY COUPLES 


el NOT HOSPITALIZED 





Less than 100 - 300-500 500-800 800 or more Some free care b/ 
MEDICAL COSTS (dollars) 


NON-MARRIED BENEFICIARIES 





: ‘ges Dean 
300-500 


or more 


MEDICAL COSTS (dollar 
eee aliz a ae ral ho ai ts fe Ces Fes spitols rl g hom 
Biss oho kolitecic lude thos ith either sf prb tlie eens lized. Cases with 
paper! F cheuke 
b/ See text for defin of ‘'fre 


SOURCE: BOASI Beneficiary Survey, 1957. 
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Corresponding figures for nonmarried beneficiaries are about $625 
and $75, respectively. Moreover, 12 percent of the couples and 23 per- 
cent of the nonmarried beneficiaries with care in a hospital or nurs- 
ing home had some ‘free” care. The figures in table 8 give the per- 
centage within each cost group that had one or more admissions to 
any type of hospital or nursing home during the year and the propor- 
tion with at least one stay in a general hospital during the year. 


TABLE 8.—Percent of aged OASI beneficiaries who were hospitalized during year, 
by amount of total medical cost, 1957 


Beneficiary couples Nonmarried bene- 
hospitalized ! ficiaries hospitalized 
Total medical cost 


Total In general Total Tn general 


ospita hospital 
ORGS She” eRe eee fee SES el te 21 20 16 13 
TRCOR Ober ee ee eee ee oe eee atta seo ou ete 1 1 1 1 
CES Ot Ae =e A Soto ieee tee AIS ES OST ee ce 4 4 8 8 
SO MOOG Ss 20) rae aes ee ey ee 9 9 14 13 
aE Cs pa Me Re ed ae SOL Be Rae il, OS ee 21 20 24 22 
CANOKEO $490 Be acto 8e bere. oat a EE oe I eer § pets 34 33 40 37 
GRD) HO SRD Os tea ia sna So nai aca eee aay ees ena 45 45 57 Liye 
LOM 6 ies ae ae apes Bais BEA SA oe Le ae ee SU Saag Bb Ses ay Rt a 55 53 69 64 
OSS PS DEES AA gee See AMA peer Seer een a lye 74 7 83 Ye 
STOO On OV eT te. ne hE ok eae 89 84 85 52 
Samlesreoigarees. = oo bee eae a eg Se pete ee | 44 34 46 35 
Une O Wille ae eee ee a ee eee 66 64 57 50 


1} or both members. 


Not only does the proportion of beneficiary couples or nonmarried 
persons with at least one period of hospitalization or nursing-home 
care rise sharply from only 1 percent among those reporting costs of 
less than $100 to more than 80 percent of those reporting costs of $1,000 
or more, but it is significant also that nearly half the beneficiary 
groups receiving some medical care free had had a period of hospitali- 
zation. Almost all the beneficiary couples with high medical costs and 
a period of hospitalization received care in general hospitals. On the 
other hand a substantial proportion of the nonmarried hospitalized 
beneficiaries with high costs were in long term hospitals or nursing 
homes. 

The effect of a period of hospitalization on the size of the total 
medical bill can be demonstrated more directly. Among those couples 
having hospitalization of one or both the members and able to report 
their total medical costs, the costs associated with such episodes aver- 
aged 64 percent of their total medical bills for the year, 41 percent 
representing charges made by a general hospital, 4 percent charges 
of chronic care institutions and 19 percent the fees for the surgeon and 
in-hospital doctor’s care. As would be expected because nonmarried 
beneficiaries are older, on the average, than married beneficiaries, 
the cost associated with hospital and nursing-home care made up an 
even greater portion of total medical costs for them than for bene- 
ficiary couples—77 percent versus 64 percent—with nursing-home 
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charges alone representing 22 percent of their total medical bills and 
general hospital fees 33 percent.” 

Costs associated with hospital and nursing-home care accounted for 
37 percent of the aggregate costs of all beneficiaries able to report their 
total medical costs. General hospital fees alone represented 20 per- 
cent, nursing-home charges 5 percent, charges in other long-stay 
institutions 3 percent. Surgeons’ and in-hospital doctors’ fees made 
up the remaining 9 percent. 


Means of meeting medical costs 


Since large bills necessarily create more of a financial problem than 
small bills and a hospital stay is likely to result in large bills, it would 
be useful to find out how elderly beneficiaries pay for necessary 
hospitalization. This is not possible because of the difficulty of sepa- 
rating available resources used to pay for hospitalization from those 
used to pay associated costs. Information is available, however, from 
the 1957 survey on the means by which beneficiaries met their total 
medical costs in the survey year. 

More than four-fifths of all beneficiary groups incurring medical 
costs assumed responsibility themselves for all the medical costs they 
incurred during the year. Relatively few—14 percent of the couples 
and 9 percent of the nonmarried beneficiaries—had any of their 
expenses covered by insurance. Among the insured, as would be 
expected (because the usual form of health insurance provides protec- 
tion against hospitalization costs), beneficiaries who were hospitalized 
had a higher portion of their medical costs met by health insurance 
than those who were not, as shown in table 9. 


TABLE 9.—Percent of aged OASI beneficiaries with hospitalization insurance 
having specified proportion of medical costs met by such insurance, 1957 





Insured beneficiary Insured nonmarried 
couples beneficiaries 
Percent of total medical cost met by insurance 


Hospitalized '| Not hospi- | Hospitalized | Not hospi- 


talized talized 

ADS) AW 05) a aN Sp Pe he i Ie 100 100 100 100 
INOMGLCO VGC eae tce. ean Meena eee 16 92 13 96 
LOZ 4 ee eee ee eee eee 2 ee Cae eee ee 28 4 19 2 
250 aO ree ie Ae ee ree FL ee EES 29 2 36 
BONCOGO sae ae ees Seen ony ee SOR oS eee 15 \ 1 { 13 1 
TOORANOTE BA St OE oe Pee Nae ee a 12 
Wn nO Wl 26 ce eek ene er ee ae 5 1 8 1 





11 or both members hospitalized. 


More than 8 percent of all couples and 11 percent of all nonmarried 
beneficiaries had some of their costs met by a public or private health 
or welfare agency. For 6 percent of the couples and twice as large 
a proportion of the nonmarried persons, relatives were called upon to 
foot all or part of the medical bills; 6 percent of the couples and 3 


5 The fact that beneficiaries were classified by marital status at the end of the year and 
that the medical costs of a spouse who died during the year were included with those of 
the survivor results in a slight inflation of the importance of hospitalization costs for 
nonmarried persons. As shown below, the hospitalization rate was high for deceased 
spouses. However, beneficiaries whose spon had died comprised only 1.6 percent of 
beneficiaries classified as nonmarried and their total costs accounted tor 5 percent of 
the aggregate costs of nonmarried beneficiaries. 
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percent of the nonmarried persons had larger unpaid medical bills 
at the end of the year than at the beginning. 

In the case of beneficiaries with relatively high costs the situation 
was somewhat different. (For purposes of this analysis, the married 
couples with medical costs of $800 or more and nonmarried indivi- 
duals having costs of $500 or more were singled out as having relatively 
high costs.) Such beneficiaries—a considerable number of whom had 
a period of hospitalization, namely 85 percent of the couples and 79 
percent of the nonmarried—were more likely than others to have some 
medical costs covered by insurance. They were somewhat less likely 
than other beneficiaries to assume sole responsibility for costs not 
covered by insurance, and more likely to have relatives pay some bills, 
to draw on their own assets, or to increase their outstanding medical 
debt. These differences are illustrated by the proportions of all bene- 
ficiaries as compared with those incurring relatively high costs who 
used selected means of meeting some of their costs (table 10). 


TABLE 10.—How medical costs were met by all aged OAST beneficiaries and by 
those having relatively high costs, 1957 ; 


[Percent] 


Beneficiary couples |Nonmarried beneficiaries 


Selected means of meeting medical costs ! Having Having 

All costs of All costs of 

$800 or $500 or 

more more 

Insurance covered some costS__....___.--__-_-.---_.---- 14 53 9 38 
Beneficiary assumed entire responsibility ?._._...._.--- 86 84 79 61 
Relatives assumed some responsibility. ........_____-_- 6 16 12 31 
Health or welfare agency assumed some responsibility .. 8 2 ll 12 
Wiedicalidebtanereased sac2 Sates sesh ee 2d Ze 6 25 3 10 


1Ttems not mutually exclusive since beneficiaries frequently used more than 1 means to meet medical 
costs. 

2 Exclusive of any portion covered by insurance. May include payments from assets as well as from 
current income and any portion as yet unpaid. 


The seeming paradox that beneficiaries incurring high costs were 
no more likely na others—and in the case of married couples actu- 
ally less ikely—to have a public or private health or welfare agency 
responsible for some of their costs is accounted for by the fact that 
many of the beneficiaries needing medical care that was relatively 
high in cost obtained some of it without charge because of limited 
ability to pay; medical costs were not aggregated for beneficiaries 
having some care “free.” 

As indicated above, 6 percent of all beneficiary couples and 8 per- 
cent of all nonmarried persons were classified as receiving some 
medical item or service “free.” About half of these cases involved 
hospitalization. It is highly likely that if the costs of such hospital 
care could be approximated, the number of beneficiaries with large 
total medical costs would be considerably greater. Only 9 percent of 
the married couples or nonmarried beneficiaries classified as receiving 
some “free” care had any medical costs covered by insurance. A hos- 
pital or other health or welfare agency assumed at least some respon- 
sibility for medical costs in most of these cases of “free” care, and 
relatives contributed a share for 14 percent of the couples and 28 
percent of the nonmarried persons. 
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As would be expected, those receiving some “free” medical care 
were considerably more likely than others to be on public assistance 
rolls during all or part of the year (table 11). 


TABLE 11.—Percent of aged OASI beneficiaries with specified medical costs 
receiving public assistance during year, 1957 


Beneficiary | Nonmarried 
couples beneficiaries 


All Henefictaries! (est Vr oP ere PE Le Re EOI EE he Se 


7 
SOM@nNPCOrCATO =n ee ee ee ee ee ee Ss ees ee ae ee A 
Fen metidal Costs 21) aire ae Se 1 ee eee ae 5 
Low or intermediate medical costs... 5i-...-2----22_ 2-0 ne eae 7 10 
@Ost Aino wit eb at Te ros ees eRe Sete SUPER eg AAS as La NS 2 
Ne mnediGal co8ts.: a Sass deere ot See ee co ee oe ee ee capers uc sees 2 


1 $300 or more for couples, $500 or more for nonmarried individuals. 


It is not possible to determine how many beneficiaries (in addition 
to those receiving some medical care entirely free) were charged 
reduced rates for some service because of limited ability to pay. 


Costs of terminal illness 

In one important respect the beneficiary survey data are incom- 
plete: They include no information on medical costs incurred by old- 
age or widow beneficiaries who died during the survey year. 

However, data obtained for persons who died leaving a surviving 
spouse drawing a retired worker’s benefit give some indication of the 
cost of terminal illness. Such cases comprised less than 1 percent of 
all the beneficiary groups studied and the data therefore must be used 
with care. In almost all of these cases the survivor was the husband, 
because the sample design did not include women drawing widows’ 
benefits unless their husband had died before the beginning of the 
survey year. 

Total medical costs for the couples where one of the partners died 
averaged much higher than where both survived, because the costs 
incurred by the dying spouse were high. They were also more likely 
to receive some “free” care. This came about in part because the 
spouses who died were quite likely to have had some hospitalization 
during the year and, as shown earlier, an episode of hospitalization 
is likely to i associated with high medical costs or need for “free” 
care. ‘The following figures compare the experience of the deceased 
spouses with that of all nonmarried beneficiaries : 





Average Percent re- | Percent hos- 
medical ceiving some pitalized 
costs 1 free care 
Spouses dying during survey year_.-.....-.--..------.------.- $550 14 54 
All nonmarried beneficiaries. ..................-..----..------ 209 8 16 





1 Based on those with known costs and not receiving any item ‘‘free.”’ 


The survivors of these deceased spouses also tended to have above- 
average medical costs—with more than a fourth requiring some hos- 
pitalization themselves—so that total expenses for the couple averaged 
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higher than where both partners survived the entire survey year, as 
iulustrated by the following: 








Average Percent re- | Percent with 
medical ceiving some | one or both 
costs 1 free care members 
hospitalized. 
Beneficiary couples with spouse dying during year______-___.. $783 19 65 
Other heneficiary«couples 22S: fo-8 ee ook ae 339 6 21 


1 Based on those with known costs and not receiving any item ‘‘free.’’ 


As might be expected, the high costs associated with the death of a 
spouse meant that the survivors had greater difficulty in meeting 
their total medical costs than other beneficiaries. Insurance covered 
some of the costs in only one-fourth of the cases where one of the 
partners had died. Nearly one-third received some help from rela- 
tives, and a fourth still had medical bills remaining unpaid at the end 
of the survey year. 

To the extent that old-age beneficiaries who died during the survey 
year (and were, therefore, not included in the survey) incurred 
greater expenses than those who survived, the survey statistics under- 
state average medical costs for all beneficiaries; and to the extent that 
some of those dying left insufficient funds to cover all their bills, the 
statistics understate the volume of medical costs which must be as- 
sumed by others. 
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CHAPTER III 


FACTORS INFLUENCING TRENDS IN COSTS OF 
HOSPITAL AND MEDICAL CARE 


In the United States and in many other countries, complaints 
about the rising cost of medical care, and above all hospital costs, 
have been increasingly heard during the last decade. The medical 
care component of the Bureau of Labor Statistics’ Consumer Price 
Index reflects the rising price trends in the United States. The 
“price” of medical care began to climb in 1941 and has increased 
over the last decade nearly twice as much as the average “price” 
for all the goods and services used by families, and shows the 
greatest increase of any of the eight major groups of items. 


Percent increase in Consumer Price Index, 1948-58 


Percent 
BRD strt RNR ee eR a a oe a le ge a he a a Ble oe ae ee 
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Nile Un@a Cane faker ce. 2 wees ee ee ee ee ee 43 
PCrSON Ab Care ele fe Swe Oe SA Ree Sit a ee Le hee eae ae 
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Over a longer period, from 1938 to 1958, the “price” of medical care 
as measured by the Consumer Price Index, increased only slightly 
more than the average for all goods and services. The price of hos- 
pital care, however, rose almost 300 percent as compared to 105 per- 
cent for the entire index (7). Although a multiplicity of factors 
have entered into the rising costs of hospital care, the two principal 
factors are the change in the character of the hospital itself, and the 
greater demand and utilization of hospital care brought on by the 
growth of health insurance and the rising standard of living of the 
American consumer. 


CHANGING CHARACTER OF HosprraLs 


The hospital of today is as unlike the hospital of 20 or 30 years ago 
as the 1958 model automobile is unlike the Model T. You pay more 
but also get more. The hospital of today stands for the oxygen tent, 
the blood bank, the operating room, and the other instruments through 
which modern medicine demonstrates its ability to save life. It is 
also where the laboratory and radiographic procedures and radio- 
active elements are available for diagnostic procedures. It is a com- 
plicated organization of services most of which must be available for 
use on a moment’s notice. 
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Hospital wages and salaries 

With the change in character has come the need for a larger pro- 
portion of skilled workers of all kinds, plus an attempt to bring hos- 
pital salaries into line with the general wage level. The increased 
number of employees in the hospital can be attributed to the reduction 
of the workweek as well as the expansion of hospital services. With 
the advent of the 40-hour week, three employees were needed to cover 
each position where two had been before—since hospital work is an 
around-the-clock operation and is likely to remain so. In 1946, pay- 
roll accounted for a little more than one-half of the average total ex- 
pense per patient day and by 1955 it was 62 percent. 

Despite the fact that payroll dropped back to 6014 percent in 1957, 
it seems reasonable to assume that further attempts will have to be 
made to bring hospital salaries into line with the general wage level. 
For example, the average annual earnings for all short-term and gen- 
eral hospital employees increased by 122 percent between 1946 and 
1957, as compared to only 79 percent for all employees in industry. 
This faster increase—one that occurred in services generally during 
this period—was in large part a reflection of the catching up with the 
more rapid increases that occurred in earnings in manufacturing dur- 
ing the war. Nonetheless, in 1957 the average full-time hospital em- 
ployee earned only $2,717 per year, or about two-thirds as much as a 
full-time worker in industry (2). : 

There has been and continues to be a serious shortage not only of 
physicians but also of all other types of health personnel—nurses, 
occupational and physical therapists, medical and psychiatric social 
workers, medical technologists, dieticians, and also practical nurses, 
aids, technicians, and homemakers. To meet the needs for hospital 
and other health personnel, salaries had to be raised rapidly in recent 
years, and they will undoubtedly exceed their present levels. Whether 
the earnings of health personnel will in the future rise much faster 
than general wage levels is a different question. It is reasonable to 
assume some further relative improvement, however. 

Unlike industry, hospitals are hard put to cushion wage increases 
with greater productivity. Hospitals may be able to improve their 
productivity slightly by having less skilled persons take over some of 
the dutes requiring lesser skills now performed by professionals, but 
this will hardly be enough to completely absorb a round of wage 
increases. 


Technical equipment 

Advances in scientific medicine have been accompanied by the need 
for expensive. equipment and highly trained technicians. Not all 
hospitals have as yet been able to take advantage of some of the ad- 
vances in modern medical practice because of the cost of some of the 
equipment and the space needed for its installation. There has, how- 
ever, been a significant increase in the proportion of hospitals offering 
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the more important specialized services, as indicated in the following 
data from the American Hospital Association (2) : 


Percentage of general and 
allied special hospitals 
with specified services 


Service 
1946 1957 
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It is to be expected that the trend toward more complete availability 
of a wide range of technical equipment will continue, but that there 
will also be more communitywide pooling of expensive equipment 
such as the electroencephalograph. 


Length of stay 

With the change in medical technology and the wide use of new and 
expensive drugs, there has been a notable decrease in the average 
length of stay in hospitals over the past decade—from 9.1 days in 
1946 to 7.6 days in 1957. However, there has been a large increase in 
persons going into hospitals, and, consequently, the total days of 
hospital care per 100 persons in the population actually changed very 
ee over the period—it was 89 per 100 in 1946 and 93 per 100 in 
1957. 

Because more service is usually required the first few days, the 
shorter stay has resulted in a heavier concentration of services per pa- 
tient day, and, therefore, a higher per-patient-day cost. Since for per- 
sons over 65, the average stay in the hospital is more than half again 
2s long as for the population as a whole, their per-patient-day cost 
may be lower. , 

Thus, the changing character of the hospital has been a major factor 
in bringing about the rising cost of hospital care over the past one or 
two decades. Further changes of this nature are to be expected, and 
they will likewise probably result in a continued rise in the unit 
costs of hospital care for all age groups. If overall costs are to be 
held down in the face of these rising prices, it will probably have to 
be through a reduction in utilization and average length of stay. One 
way in which this might occur would be through improved diag- 
nostic and other out-of-hospital services (see below), although it is 
also possible that such developments would increase overall demand 
for medical care. 
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INCREASING EFFECTIVE DEMAND 


The improved methods of paying for hospital services through vol- 
untary insurance (discussed in ch. IV), and the general rise in incomes 
in recent years have led to an increase in medical expenditures as well 
as in hospital utilization. Medical care spending actually has in- 
creased proportionately more than personal income in recent decades. 
It is a more important part of the family budget than ever before. 
Allowing for population growth, per capita medical care and health 
insurance expenditures by consumers from 1948 to 1958 went from 
$52 to $88, an increase of 69 percent. Private spending for hospital 
care, both in gross and per capita terms, has been gaining steadily. 
On a per capita basis the change has been from $13 m 1948 to $26 in 
1957 (4). 

Of ae spending for medical care is still influenced by the amount 
of income. The survey of family expenditures in 1950, conducted by 
the Bureau of Labor Statistics, shows that urban families with income 
less than $2,000 spent over 714 percent of their income—after taxes— 
for the year on medical care, an average of about $50 a person. At 
the other end of the income scale, the families with income of $7,500 or 
more spent 814 percent of their year’s income for medical care, or 
about $104 a person. Thus the upper-income families, using only half 
as large a share of their funds as the low-income group, were able to 
spend an average of twice as much for medical care per family 
member (5). 

The greater effective demand for hospital care brought about by a 
rising standard of living and the growth of health insurance has 
played a major role in the increasing cost of hospital care reflected 
over the last two decades. The continued rising standard of living 
and. growth of health insurance will probably continue to influence the 
cost of hospital care in the future. 


OruHeEr Factors AFFECTING FururE TRENDS IN Meprcau Costs 


The cost of medical care in the years ahead will be affected not only 
by future trends in the two factors which have been identified as of 
major significance in the past decade, but also by other factors whose 
effects can only partially be measured or predicted at this time. In 
projecting overall a ti and medical-care costs, the inter-relation- 
ship of all the various factors must be considered. 

n the one hand, there is the probability of rising daily costs of 
hospital care and of increased utilization of hospitals due to prepay- 
ment or to new medical procedures, and to the economy in physician 
time which hospitalization of his patients makes possible. On the 
other hand, there are the improved diagnostic and other services 
that will keep more persons out of hospitals. There are also the 
changes in the organization of hospital and other types of medical 
care that will shift more days of care from the most expensive fa- 
cilities to fully adequate but less costly types of institutional care or 
to supervised medical services in the home. And beyond these, there 
is the unpredictable effect of medical research. Some of the ways by 
which unit and overall costs may be affected are discussed below. 
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ORGANIZATION OF HrauTH SERVICES 


The extent to which future health services will be associated with 
hospitals will be affected by many factors. Some can be identified at 
this time, but how they will react on one another is an open question. 

The growth of private hospital insurance has undoubtedly con- 
tributed to the increasing use of hospital services. Removal of fi- 
nancial barriers to care is one purpose of hospital insurance. Ques- 
tions are increasingly being raised, however, as to whether the avail- 
ability of partial prepayment of hospital bills, in the absence of sim- 
ilar insurance for all medical bills, has not resulted in some medi- 
cally unnecessary hospital stays. Hospital administrators, Blue Cross 
plans, the insurance industry and insurance commissioners in a num- 
ber of States are showing increasing interest in a reexamination of 
current practices. 

These pressures may have a perceptible effect on future trends, for 
example, it may be possible to cut down unnecessary use of inhospital 
care for diagnostic purposes by altering the patterns of insurance 
coverage, as well as methods of medical practice. However, the more 
complex the equipment and related requirements needed for accurate 
diagnosis, the more will efficiency of operation suggest the hospital 
for these purposes. 

Over half the general hospitals in the United States have outpa- 
tient clinics but the kind and quality of services offered vary greatly 
and a large part of the population still thinks of them as charity 
clinics (6). With a change in emphasis and in public attitudes, hos- 
pital outpatient clinics could provide a broad range of services of 
high quality for paying patients. If such outpatient care were 
covered by health insurance, this might have a significant effect on 
hospital utilization. 

Considerable experimentation is going forward on new organiza- 


‘tional arrangements for the health care of older people. Experiments 


are concerned with ways to decrease the use of hospitals and of the 
most expensive hospital beds, and at the same time to adapt health 
services and facilities to meet more fully the needs of the elderly 
patients. 


In-hospital care 


Experimentation with reorganization of arrangements for inpatient 
hospital care is underway in several hospitals. The Public Health 
Service is carrying on research on staffing requirements and costs of 
an organization of services tailored to meet the needs of the individual 
patient. This system of care has been termed progressive patient care. 
Designed to provide a high level of patient care at the lowest possible 
cost to the patient, while making the best use of scarce medical and 
nursing personnel, this pattern of hospital organization includes (1) 
intensive care, (2) intermediate care, (3) self-care, (4) long-term 
care, and (5) homecare. : 

Of those patients of all ages who are in general hospitals today 
only about 10 percent are critically ill and require constant nursing 
care and the ready accessibility of lifesaving drugs and equipment. 
A special hospital unit for intensive care would meet the needs of 
these patients. About one-half of the patients in a general hospital 
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require intermediate care provided in a special unit where patients 
are ambulatory for short periods and can begin to care for themselves. 
While most patients are discharged to their homes from this unit, 
there are others who require convalescent care. 

The needs of these convalescent patients, as well as of ambulatory 
patients requiring diagnostic facilities only, can be met in hotel-type 
accommodations where nursing care is minimal and self-help care 
emphasized. It has been estimated that about one in each five patients 
now in general hospitals would benefit from care in this type of unit 
and at the same time costs of their care could be lowered. 


Home care 

Home care may provide the services of a visiting nurse to carry out 
the orders of the physician or be an extension of hospital services. 
Patients in the home-care program of the latter type—referred from 
hospitals—are seen at regular intervals by physicians and nurses from 
the hospital. Should readmission be necessary it 1s accomplished 
without the difficulties usually associated with hospital admission. 
This type of care is particularly appropriate for the long-term 1ll- 
nesses of the elderly—heart disease, cancer, arthritis, etc. For some 
it reduces the length of stay and the number of readmissions to the 
hospital, and for others, the need for custodial institutional care. 

A home-care program may be a way of saving in terms of general 
hospital bed utilization. Many factors, such as the admission and 
discharge policies of the hospital and home-care program, will deter- 
mine to what extent it is a saving. 


Preventive care 

More extensive application of known preventive and early diagnos- 
tic techniques offers promise of reduction in the subsequent need for 
hospital care for the individual patient with a prolonged illness. 
While primary preventive measures are not known for the vast ma- 
jority of chronic diseases to which older people are subject, early 
diagnosis of conditions leading to chronic and progressive impair- 
ment would reduce the subsequent costs of care in many cases. For 
example, increasing emphasis is being placed on rehabilitation of the 
disabled, so that they may return to a normal life or be able to care 
for themselves at least in some measure. Only a beginning has been 
made, however, on investigation of the potentialities and techniques 
of rehabilitation of the chronically impaired. 


Group practice 


In recent years there has been a rapid increase in medical group 
practice until today there are about 1,000 groups in operation. With 
greater specialization in the practice of medicine, group practice is 
considered an efficient means for bringing together the diverse skills 
and achievements of modern medicine. Having specialists’ care so 
readily available may do much to encourage early hospitalization. 
On the other hand, the preventive aspects of this type of practice and 
the grouping of out-of-hospital diagnostic services may reduce the 
need for hospitalization. ‘The experience of some of the prepaid 
group plans indicates some reduction in the length of hospital stays 
may be expected where prepayment covers a broad range of out-of- 
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hospital as well as hospital costs (7). The net influence of group 
practice, however, can hardly be determined in such an early stage 
of its growth. 


Skilled nursing home care ; 

Nursing home care has grown phenomenally within a relatively 
short span of years. Increasing attention is being directed to differ- 
entiation of nursing homes in accordance with the service require- 
ments of patients, to improved licensure and regulation of nue 
homes, and to the quality of care provided. With the continue 
growth and improvement of nursing homes, with their greater aso- 
ciation with the mainstream of medical care, and with increased 
coverage under health insurance, pressure will be brought to build 
more and upgrade those already in existence. (Seech.II.) 

In a few communities nursing homes have been made an integral 
part of a hospital, thus facilitating the interchange of patients be- 
tween nursing home and hospital and the supervision of the nursing 
home operations by trained hospital staffs. There is a discussion 
of broadening existing home care programs of hospitals to provide 
or supervise services to patients in nursing homes and also to facili- 
tate the training of nursing home personnel. 


Medical research 

While it is reasonable to assume that the increasing support of 
medical research will result in new and dramatic discoveries, it is 
obviously impossible to foretell their impact. Some can be expected 
to have effects similar to the use of antibiotics for the treatment of 
pneumonia and the substantial reduction in hospital care that fol- 
lowed. Others will be similar in effect to new methods of cardiac 
surgery, saving lives but at the cost of elaborate equipment and the 
time of highly skilled personnel. 
_ It is much too early to be able to forecast the net effect on hospital 
and other institutional care of the research going forward on the pro- 
gressive aging process, on cell physiology and chemistry, on the ner- 
vous system, on metabolism, on the endocrine system, on the 
neuromuscular system as well as of the research on chronic diseases to 
which the aged are especially subject. However, even though new dis- 
coveries may lead to control of disease, it is not unlikely—if we judge 
from the impact of research on medical care in the past—that the net 
effect will be a greater demand for medical services among the popula- 
tion generally. Substantial progress in increasing the lifespan of 
those 65 and over is likely to increase the incidence of degenerative 
diseases and of care required for these diseases. The trend may be 
expected to be toward higher health-service requirements in the future. 

Tt seems doubtful that changes in medical practice and organization 
of services will hold down the overall cost of medical care for the aged. 
The cost will probably continue to rise despite any of these changes. 
Hopefully, however, the availability of more and better out-of-hospital 
facilities will help to keep costs from going as high as they might, were 
current practices maintained. There is not sufficient information, due 
to lack of experience, to predict to what extent hospital utilization 
will be affected by improved out-of-hospital services, 
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OverALL Meptcant Costs 


Public and private expenditures for medical services, medical re- 
search, construction of medical facilities, and public health activities 
in 1957 took 4.7 percent of the Nation’s total output. In 1929, all 
such health expenditures amounted to about 3.5 percent of the gross 
national product. Whether the proportion of the national output 
going into health services in the next decade or two will change sig- 
nificantly depends both upon developments in the medical field and 
upon the rate of growth of total output. If productivity continues to 
increase as it has in the past, more real resources will be available for 
health purposes without any increase in the share. On the other hand, 
if a larger share can be used effectively for health, the public would in 
all probability support such use. 

The way in which the total amounts spent for health are divided 
among research, prevention, and different types of service will be of 
growing importance. In this respect, we may be approaching a cross- 
road. It is possible that the factors leading to increased use of in- 
hospital care and those leading to relatively more use of out-of-hospital 
services are coming into a new balance. 

It is not unreasonable to anticipate that increasing emphasis on 
preventive measures, improved organization of methods of care, and 
the results of continuing research will make possible further improve- 
ments in medical services without substantial increases in the overall 
costs of hospital care as a proportion of a national output that we may 
assume will continue to expand. 
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CHAPTER IV 


ORGANIZED METHODS OF FINANCING HOSPITAL 
CARE FOR THE AGED 


Voluntary prepayment of hospital and medical costs has won wide 
and increasing acceptance among both consumers and providers of 
medical service. The scope and types of prepayment arrangements 
available vary greatly for different groups and in different areas. 
The cost of the insurance to the individual is equally varied. : 

About 121 million persons—72 percent of the total population— 
were covered by some form of hospitalization insurance as of the end 
of 1957. Preliminary estimates for December 1958, show just over 
121 million or 70 percent of the population at the end of that year, 
having hospital insurance. Ten years earlier, in December 1947, 
the 53 million persons with such protection had represented 37 per- 
cent of the total population. Insurance against the costs of hospital 
care is the most widely held type of health insurance. Most, but not 
all, persons having such coverage also have insurance against some 
other medical costs. At the end of 1957, 109 million persons—65 per- 
cent of the population—carried surgical care insurance. At the end 
of 1947, only 18 percent had surgical insurance. 

Regular medical expense insurance, covering the costs of physi- 
cians’ services other than surgical care and certain other benefits, in- 
creased even more sharply, from 6 percent at the end of 1947 to 43 per- 
cent of the population in 1957. Much of this form of insurance ap- 
plies only to physicians’ visits to hospitalized patients. The 72 mil- 
lion persons with regular medical expense insurance in 1957 included 
approximately 13 million with major medical expense policies, a form 
of insurance unknown a decade ago. 

This new form of insurance—designed to provide partial protec- 
tion against the costs of “catastrophic” or prolonged illness—covers 
a wide range of types of care both in and out of the hospital but 
insures only amounts over a specified sum (the deductible amount 
which may be covered by basic coverage or paid by the insured him- 
self) and usually only a stated portion (75-80 percent) of the re- 
maining medical bills up to a maximum which may be as high as 
$5,000 or $10,000. The 72 million persons include also about 5 mil- 
lion persons enrolled in community and other independent plans pro- 
viding quite comprehensive medical services of all types (7). 

The proportion of the total private medical bill paid by insurance 
has also increased over the past decade. Voluntary health insurance 
benefits covered about 57 percent of private expenditures for hospital 
services in 1957; they had covered 27 percent in 1948. About 31 per- 
cent of private expenditures for physicians’ services were reimbursed 
by insurance in 1957; only 6 percent had been covered in 1948. Pri- 
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vate insurance benefits represented 24 percent of all private expendi- 
tures for hospitalization and medical care in 1957, as against 8 percent 
in 1948 (2). . 

The growth of private health insurance has been markedly stimu- 
lated by the inclusion of health benefits in collectively bargained 
employee benefit plans. It is estimated that close to three-fourths of 
the health insurance coverage now in effect—including coverage of 
both employees and their dependents—derives from employee benefit 
plans under collective-bargaining arrangements or established uni- 
laterally by the employer (3). This factor, combined with the greater 
accessibility of hospitals and other types of medical care in urban 
areas, has resulted in an uneven spread of insurance coverage. The 
approximately 30 percent of the population without any health insur- 
ance includes a disproportionate number of persons in rural areas, 
in small establishments or self-employed, and retired persons and 
other low-income groups. 

The extent of coverage also varies greatly from State to State. In 
eight States, of which all but one (Vermont) were highly urban and 
industrialized, more than 80 percent of the population is estimated to 
have had some type of health insurance at the end of 1957; in Connecti- 
cut and Ohio the proportion was over 90 percent. In six States, on 
the other hand, less than 50 percent of the population was covered, 
ranging down to about 40 percent in Mississippi and Louisiana (7). 

Persons aged 65 and over are perhaps the most important of the 
groups with less than average protection under existing voluntary in- 
surance. Several recent studies suggest that approximately 40 percent 
of the population in these ages now has some form of health insurance 
coverage. 

A nationwide survey carried out by the Bureau of the Census for the 
Social Security Administration in March 1952 showed 26 percent of 
the persons aged 65 and over, as compared with 59 percent of those 
under 65, having some form of health insurance (4). These are the 
earliest figures available for the 65 and over group. In September 
1956, a similar nationwide survey was carried out by the Bureau of 
the Census for the Public Health Service. This study showed 36 


HOSPITALIZATION INSURANCE 48 


percent of the group aged 65 and over (as compared with 64 percent 
of the total population and 66 percent of those under age 65) having 
health insurance (4). 

A special study made for the Health Insurance Council in late 1957 
reported 35 percent for those 65 and over (67 percent at all ages) (6) ; 
and a nationwide survey in the spring of 1957 carried out by the Na- 
tional Opinion Research Center of the University of Chicago for the 
Health Information Foundation (7) found 39 percent of those aged 65 
and over having some type of health insurance (when approximately 
70 percent at all ages were reported to be covered ). 

Health insurance coverage for the aged thus appears to have shown 
a fairly steady rate of increase, amounting to between 2 and 21% per- 
centage points a year, since 1952. 

As of this time, detailed information for the total aged population 
by age groups is available only from the 1952 and 1956 studies. 
During the 414 years between these two surveys, while the proportion 
of all persons 65 and over with coverage increased from 26 to 36 per- 
cent, for those 65-69 the increase was from 36 to 48 percent. Even 
among those aged 75 and over, there was improvement in the pro- 
portion covered—from 15 to 24 percent, bringing this age group by 
1956 almost to the level of coverage reported for the age group 70-74 
in 1952 (5). Coverage is higher among aged men than among aged 
women. In the HIF-NORC study for 1957, 42 percent of the men 
65 and over and 35 percent of the women had health insurance. 

The approximately 6 million aged persons with some form of health 
insurance in 1958 included about 3.5 million enrolled in Blue Cross 
plans (as estimated by the Blue Cross Association), somewhat more 
than 2 million with insurance company coverage and about 400,000 
enrolled in the independent plans (4). 

About 24 percent of the aged population or 4 million persons had 
surgical expense insurance in September 1956. The Blue Shield medi- 
cal care plans estimate that two-thirds of the insured group—roughly 
21 million aged—are members of Blue Shield plans. Between 300,000 
and 400,000 are enrolled in independent plans and the balance—over 
1 million—have insurance company policies (5). 
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The OASDI beneficiary survey found that 60 percent of the insured 
nonmarried beneficiaries and 50 percent of the insured couples were 
enrolled in Blue Cross. Some of this group also had insurance com- 
pany policies. Some 36 percent of the nonmarried insured bene- 
ficiaries and 42 percent of the insured couples had as their single form 
of insurance an insurance company policy. About 7 percent had other 
forms of coverage alone, or in combination with Blue Cross or an in- 
surance company policy. In 15 percent of the insured couples, only 
one of the two partners was covered by the insurance. 

The Health Insurance Council found that the vast majority of the 
insured aged were enrolled as individuals (nongroup) though there 
are a few notable exceptions such as pensioners of certain large unions. 
Only one in three insured person aged 65 and over had group coverage; 
two-thirds of the insured persons between ages 60 and 64 years on the 
other hand were enrolled through a group. (6 ) 

Hospitalization and other forms of health insurance are most easily 
obtained and most widely held by those among the aged who are still 
employed—particularly those employed in large industries where 
group contracts are prevalent. The Census-PHS survey found that 
half of the aged population still in the labor force had hospitalization 
insurance while only about a third of the aged not in the labor force 
were insured. 

It is understandable then that the older the age group the smaller 
is the proportion of persons with health insurance. This difference 
results in part but not entirely from the newness of the prepayment 
mechanisms. More persons now reach age 65 with insurance coverage 
for themselves and their spouses that they can carry forward than was 
true a few years ago, but even for this group, limitations on total life- 
time benefits and cancellation of policies after periods of illness, as 
well as reduced ability to pay the premiums, cut down on the extent 
- of coverage among the older age groups. 

The HIF-NORC study showed that of those persons aged 65 and 
over having health insurance in 1957, about 56 percent (64 percent of 
the men) first obtained their insurance through a place of employment. 
About a fourth of the insured group had carried health insurance for 
less than 5 years, about 7 percent had had such insurance for 25 years 
or more. This survey also found that about one-sixth (16 percent) of 
the persons surveyed had been covered in the past but were uninsured 
at the time of the survey. The reasons given for termination of cov- 
erage included inability to continue payments for almost one-third 
of the group, and retirement from work for about one-fourth. Six 
in 10 aged persons had no form of health insurance at the time of the 
survey. ‘Two in 10 reported that they could not afford it. An addi- 
tional 1 in 10 had been refused insurance or had had a policy canceled. 
Thus, of those without insurance, half, in their own opinion, either 
could not afford or could not buy a policy. The others said they had 
never thought about health insurance or didn’t want it. 

Even more than in the case of younger persons, hospitalization insur- 
ance is the most frequent type of coverage among the aged. Of those 
with any form of health insurance in 1956, about 23 percent of those 
aged 65 and over as compared with 18 ap eres of those under 65 had 
prepaid hospitalization as their only form of health insurance (S). 
In the HIF-NORC study about a fourth (26 percent) of the aged 
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had insurance covering all or part of their doctor bills in the hospital 
and 8 percent had insurance covering office and home visits, as com- 
pared with nearly 89 percent with some type of health insurance. 

Some 48 percent of the aged beneficiaries on the OASDI rolls at 
the end of 1957 reported that they had hospitalization insurance (8). 
Half of those aged 65-69 but only 37 percent of the 75-79 age group 
and 27 percent of those 80 and over had hospitalization insurance. 
Less than 1 in 8 beneficiaries had insurance against surgical expense. 
Those without health insurance usually gave 1 of 2 reasons for not 
having it: 39 percent said they could not afford it, and 37 percent said 
they had never had the opportunity to purchase it, had not thought 
much about it or the like. The remaining 23 percent were not insured 
because the policy had been canceled, could not be continued after 
retirement, and so forth. The first two reasons were cited by a larger © 
proportion of the beneficiaries who came on the rolls in the 1940’s than 
of those who retired more recently. 

There was a definite relation between ownership of hospitalization 
or surgical insurance and the income of the beneficiary group. In the 
case of married couples, the proportion with hospitalization insurance 
was more than 8 times as high when the couple’s income was $5,000 
or over as when it was under $1,200 a year. The percent of married 
beneficiaries 65 and over with hospitalization and with surgical (in- 
cluding in some cases other medical) insurance was as follows: 


Percent of married 
beneficiaries with— 


Money income of couple 


Hospitali- Surgical 
zation (or medical) 
insurance insurance 
TT OCS ore ae eo ae a oe re I re es na eee ee 45.9 32,3 
Gin der: $1: 200 bes Ss oe a See be Ee a en oh ee ee 20.5 15.7 
SL 200LC-S1 100 2 aes eS Bee een ee Ree aoe Eee ae eee oe ee 34.8 22.8 
$1,800) $0.$2;309 80 SS A oases cba ea ee ogee 424 ee 43.9 27.2 
S200 COM ono OU Rees are Sete See ee re Ne ec ee eee nek eee an Re mee nee nee 55.3 40.0 
$37000; to; $4, 999l sss 22 es sri ELITE a hie ESS 60.7 42,9 
$5,000 andoverss coho s Bie neers eo oe ee ee eee ee 65. 0 54.0 


A similar relationships between income and insurance ownership 
occurred among single beneficiaries, 39 percent of whom had hospi- 
talization insurance. Of those with total annual money income of 
less than $600, there were only 26 percent who had hospital insurance 
as compared with 67 percent in the case of those with incomes of 
$3,000 and over. . 

The beneficiary survey also provides some information on the ex- 
tent to which aged persons who had hospitalization insurance received 
help from their insurance in meeting the costs of care in general hos- 
pitals. For the insured beneficiaries who received care in a general 
hospital during the year, who knew the net cost of this care, and 
who had some of this cost met by insurance, the average cost asso- 
ciated with hospitalization was about $590. Of this amount, about 
$425 represented the hospital’s bill and $165 charges by surgeons and 
other private physicians. About two-thirds of the hospital charges 
and one-fifth of the physicians’ bills were met by insurance. 
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Unfortunately it is not possible to estimate what proportion of 
the aggregate medical bill or of the aggregate private medical ex- 
penditure of all persons aged 65 and over is covered by insurance. 


Existine VoutunTARY HpatrH INSURANCE MECHANISMS 


The mechanisms by which persons past 65 originally obtained vol- 
untary health insurance are identical in most respects to those ap- 
plicable to the younger population. At least 1,150 different organ- 
izations provide today’s voluntary health insurance to the 121 mil- 
lion persons enrolled, including the 6 million aged who have health 
insurance. 

These 1,150 different organizations are generally referred to as if 
they fell into five clearly differentiated categories of underwriters: 
(1) Blue Cross hospitalization plans, (2) Blue Shield surgical-medi- 
cal plans, (8) group insurance companies, (4) accident and health 
companies, and (5) independent plans. 

In actuality the classification 1s not so simple. In some localities 
combined Blue Cross hospitalization and Blue Shield surgical-medi- 
cal plans are found; Blue Cross plans in several States sell surgical- 
medical expense policies while Blue Shield plans in the West cover 
hospitalization. Some insurance companies limit their sales to either 
group or individual hospital, surgical and medical expense policies 
but some sell both group and individual policies. The independent 
pees os if anything, more diverse in the kinds of benefits they 
offer (9). 

The pee between the health insurance coverage of the aged 
and that of the younger population lie mainly in the area of (1) bene- 
fits available; (2) premium costs; and (8) sources of financing. These 
differences are interrelated since the level of benefits affects premium 
costs and premium costs may determine the benefits included under 
the terms of the policy. Where an employer is paying part or all 
of the premium for his employees, the cost to the individual may 
be low while the scope of the benefits can be as broad as the financial 
participation of all parties will permit. Conversely, where only the 
insured is bearing the premium cost, financial considerations may 
call for a ceiling on the premium if the policy is to find a market 
and hence limitations on the benefits offered under the policy’s terms 
are usual. 

The public, including those aged 65 and over, has obtained health 
insurance through three main avenues although a fourth avenue is 
of some significance, especially with respect to the aged. Community 
-plans, chiefly Blue Cross and Blue Shield but also including a variety 
of organizations unaffiliated with these plans, sell hospitalization 
insurance (and insurance covering other medical services) with pre- 
tad based on the whole community’s experience (community 
rated). 

Group insurance companies, as their name implies, sell hospitaliza- 
tion and other kinds of policies to various types of groups, with the 
premiums largely established by the particular group’s experience 
(experience rated). The Blue Cross and Blue Shield plans also 
enter into some experience-rated contracts; these contracts generally 
provide for some modification of the benefits available under their 
community-rated policies. 
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Individually purchased (nongroup) coverage is provided by Blue 
Cross and Blue Shield plans, by accident and health insurance com- 
panies, and by other organizations. The fourth category under which 
existing health insurance is obtained—by a small percentage of the 
population—includes self-insuring employee benefit plans and union 
health and welfare funds. Insurance company premiums are estab- 
lished for classes of persons, with rates varying by age at issue. 

The significance of community rating, experience rating and self- 
insurance to above-average insurance risks such as the aged will be- 
come clear as the different forms of premiums and health insurance 
benefits are described. Although actual figures on enrollment of the 
aged through each avenue are not available, the order of presentation 
indicates the relative importance of each major type and, within 
these types, of the available alternatives. 


COMMUNITY-RATED PREMIUMS 


Premiums are determined in community plans from the experience 
of the entire group of enrollees, including lower-than-average, aver- 
age, and above-average risks. The additional cost of the above-aver- 
age risk is spread over the entire group and raises the premium for 
all participants slightly. To illustrate in very simple terms: 


'Potal:2roup Stat Se ae ERE ee eta ee oe 100 persons. 
Lindertave 6550 noe son 7 eee ee Oe ee ee ee 92 persons. 
OvVeImace. CO) sn Se ee ee ke ee 8 persons. 

Normal cost per person under age 65___-_-----_--------~_-. 1 unit. 

Normal cost per person over age 65__-_-__-_-_-__----_---- 2% units. 

Cost for 100 persons: 

O2>¢ Timiti eae Sk eel ee ert VA ee eo eee 92 units. 
SEZ DOP ULE Sct oe a cae a NE ae ee eee 20 units. 
TOtal COSiA. eee San ee ae ee ee eee eee 112 units. 


In this example the per capita community rate would be 1.12 units. 
The increase in premium for each of the younger persons would be 
12 percent and the reduction in premium for each of the aged would 
be from 21% units to 1.12 units. If the cost for persons 65 and over 
in the example were 3 units, cost for each person under 65 would 
be increased by 16 percent. If the aged represented only 5 percent 
of the whole group instead of 8 percent, costs would be increased by 
7.5 percent (at 214 units per aged person) or 10 percent (at 3 units 
per aged person). | 

To avoid this excess cost by reason of including the aged, some com- 
munity-rated arrangements lower,.the benefits available to the aged 
to bring their unit cost to the approximate level of the average cost of 
the younger plan members. Other plans charge persons aged 65 and 
over a larger premium, one more nearly equal to their expected unit 
cost. Some plans use a combination of these methods. 

Most (but not all) Blue Cross and Blue Shield contracts spread 
the risk of the aged over all their enrollees and set their premiums at 
a level reflecting the experience of all their members. 

In a few localities aged persons are able to obtain not only hos- 
pitalization insurance but comprehensive medical care through such 
community plans as Group Health Association of MY ase Ob D.C., 
the Kaiser Health Plans, Ross-Loos Medical Group and a few others. 
Persons who have been members of these plans prior to age 65 can 
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continue their membership at the rate for all participants. In none 
of these plans can persons enroll initially after age 65 without sub- 
stantial limitations on the benefits. 


Group conversion 


Existing enrollment in community-rated plans originates chiefly 
through coverage of employed groups. Persons 65 and over still ac- 
tively at work are normally included as regular members of the group 
plan covering all employees. Some of the existing coverage of the 
aged comes from these arrangements. Since this chapter focuses 
primarily on special arrangements for the retired aged, such coverage 
is not discussed in any detail. 

When members leave employed groups to retire from work they are 
usually given an option; they may convert to a type of membership by 
which they pay the premiums directly to the plan, instead of through 
the group, or they may drop their insurance. If they elect to continue, 
their membership is known variously as “left-employ,” “group-conver- 
sion” or “left-group” coverage. Much of the existing enrollment of 
the aged in Blue Cross, Blue Shield and similar community-rated 
plans is of this type. | 

The enrollee may have the same benefits as before he left the group, 
and at the same premium, or his benefits and/or his premium may be 
altered to avoid an impact on the group rate. The retiring enrollee 
seldom has a choice as to future benefits or premiums; employer 
participation in paying premium costs ends when the policy is con- 
verted to a “left-employ” contract. Premiums are usually paid quar- 
terly, semiannually or annually rather than on a monthly basis. Since 
the Blue Cross policies are not in practice canceled except for non- 
payment of premiums, the premium rates also reflect a use rate based 
on noncancelability. 

Widows and dependent children of insured persons in community- 
rated plans are also offered the option of continuing coverage as “left- 
group” members of the plan. 


Continued group participation after retirement 


To avoid the handicaps of the typical group conversion policy 
(which may include higher premiums, lower benefits, and no employer 
contribution), employers are more and more often making arrange- 
ments for their pensioned employees (and frequently their de- 
pendents) to continue to participate in the health insurance program 
covering their active employees. Deductions for the premium, cor- 
responding to payroll deductions, may be made from the retiree’s pen- 
sion or the employer may pay the retiree’s premiums himself. The 
entire group continues to be charged the community rate and the 
retiree receives the same range of benefits available to all participants 
in the plan’s group contract. Although this isa rapidly growing prac- 
tice, its impact is not yet large. It is effective primarily for workers 
who remain with a single employer for a considerable period before 
retirement. 

EXPERIENCE-RATED GROUP PREMIUMS 


Insurance company rates are related to the anticipated experience 
of the particular group pian tras the policy. (As noted above, some 
Blue Cross plans also offer experience-rated contracts to some groups. ) 
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Using the example on page 48, the premium quoted might be less than 
1 unit if the group were youthful or slightly above 1 unit if the em- 
ployees were middle aged. If the subsequent experience proves better 
than this initial estimate, an adjustment (dividend or rate credit) is 
made; if worse, premiums are raised at the time the contract is re- 
newed. 


Eaperience-rated group plans including retired persons 

Until recently, only active employees and their dependents were 
accepted as participants in group plans. The active employees could 
include persons past 65, as long as they were still at work. When they 
retired, however, many older persons lost their coverage. Widows of 
employees were also ineligible for coverage after the death of their 
iaebaude: Since their age at retirement was usually a barrier to ob- ~ 
taining any substitute form of health insurance, numerous retired per- 
sons—now in the upper age brackets of those past age 65—have had 
no health insurance since they withdrew from the labor market. 

More and more, group policies are providing for continuation of 
the retiree under the group plan. In essence, this is little different 
from the continued group participation after retirement already de- 
scribed in connection with community-rated premiums. In any plan 
in which persons regardless of their age pay the same rate, the cost 
with respect to the active employees will be increased over the rate for 
them alone. An increase in the premiums paid by active employees 
may be avoided if the retiree’s benefits are reduced or his contribution, 
or the contribution of the employer on his behalf, is raised above that 
required for the active employee. | 

The increase in the overall premium would be small in the early 
years of such contracts, for few such arrangements in their initial 
stages include the already retired pensioners. If the ratio of retired to 
active employees in the group should become sizable, there could even- 
tually be a decided effect on the premium rate. For this reason, active 
employee groups frequently resist inclusion of retired employees in 
their group, unless the employer absorbs the entire excess cost of the 
retired workers. In some long-established plans the employment ranks 
have shrunk and pensioners have come to represent as many as 25 of 
each 100 persons enrolled in the plan. A more usual ratio would be 
much lower—say 5 to 10 pensioners per 100 persons—when the pro- 
gram became stabilized (10). 

Not generally appreciated is the fact that the workers who receive 
this form of retirement benefit must in nearly every instance qualify 
as pensioners. Length of employment with the particular employer 
governs eligibility for a company pension and this may be 5, 10, or 
even 20 years with the company (77). One reason for the tie-in of 
the health insurance program with the pension program arises from 
the possibility of deductions from the pension check to pay the pen- 
sioners’ share of the premium. Another reason derives Path the fact 
that the pensioned employees form a definable group. 

One device used in experience-rated plans to hold the line on rising 
costs is to place a “lifetime limit” on the benefits the retiree can 
receive under the policy. If the retiree exhausts his “lifetime limit” 
(usually $1,000-$2,500, depending on the plan) soon after retirement, 
his coverage under this policy is aineienl 
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Conversion of group to individual policies 

In recent years, some group insurance company contracts have 
stipulated that retiring employees shall be given an option to convert 
their group policy to an individual policy with the insurance company 
writing the group coverage. Unlike the usual individual policy, de- 
scribed later, no health statement is required. In other respects the 
policies offered are drawn from among the nongroup policies of the 
particular company. Some insurance companies are not currently 
licensed to offer nongroup policies so are unable to offer this option. 


Groups confined to retired persons 


One of the difficulties in providing health insurance coverage to 
persons who are no longer employed, or self-employed, or who are 
living as widows on pensions, lies in the need to establish a central 
mechanism for group collection of premiums and payment of claims, 
both of which produce savings in administrative costs as well as 
limiting the element of adverse selection. Organizations of retired 
persons have, within the last year or so, been used as such instruments. 
Interest in this approach is mounting among Golden Age Clubs, 
housing colonies for retired persons, and the like. A relatively short 
period 1s usually fixed in which membership in the retiree organization 
can be established and the member may then sign up for the insurance. 
Where the enrollment group relates to the residents of a housing 
development or members of a club, the insurance—as in the case of 
group insurance in general—usually does not go into effect until a 
high percentage of all the residents or members have signed up to 
participate, another device intended to reduce adverse selection. 

Initial premiums are established as for other forms of group plans 
by appropriate weighting for the sex and age of the particular retired 
group. Since the bulk of the membership is no longer young, rates 
are naturally higher than for younger groups. Using the original 
example as a reference point, in a group composed entirely of 100 
persons aged 65 and over, the normal cost becomes 2.5 units per capita 
compared to slightly more than 1 unit when the cost for the same 
benefits is spread over a group of all ages. Subsequent experience 
governs future premium rates. Some of these organizations have 
developed primarily because membership in the association affords an 
opportunity to enroll in the organization’s health insurance plan. In 
some States insurance regulations do not permit this form of group 
underwriting. 

A modified version of this approach was adopted by the Federal 
Reserve Bank System. Annuitants of this agency were originally 
enrolled as “group-conversion” members of Blue Cross plans through- 
out the country. Benefits varied from plan to plan. Each annuitant 
paid hisown premiums. ‘The System developed a group out of these 
persons and one Blue Cross plan now covers all of them; premiums 
are deducted from the annuitants’ pension checks and forwarded in 
a lump sum to the one Blue Cross plan, in similar fashion to the 
procedure used by other groups composed entirely of retirees. 


Special forms of group policies-—paid-up-at-retirement 
Discussions of health insurance protection of the aged generally 


contain references to paid-up-at-retirement coverage. Interest in this 
approach stems from recognition of the limited incomes of the aged 
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that inhibit their ability to purchase from a retirement income the 
forms of insurance already described. 

In actuality, one form of paid-up policy has already been described— 
that under which the retired person is continued as part of the group 
but makes no premium contribution; the former employer (with or 
without contributions from the actively employed) may finance the 
retirees’ benefits on a pay-as-you-go basis each year. 

In its pure form, the so-called paid-up-at-retirement policy pro- 
vides the employee on retirement with the equivalent of an annuity; 
his contract guarantees that a specified set of health insurance benefits 
will be available to him during the remainder of his life. The bene- 
fits are on a cash indemnity basis (a specified number of dollars for 
up to a specified number of days of care, plus an allowance for hospital 
extras). It would be very difficult for an insurance company to esti- - 
mate the future cost of a service benefit (guaranteeing up to a specified 
number of days of care). This is a very new approach and very 
little of this type of coverage has been sold. If the policy is not pur- 
chased until the date of retirement, the initial costs are high ($700 to 
$1,300 per individual). Similarly, even if purchased prior to retire- 
ment, the annual payments required for persons already approaching 
retirement would be substantial. 

If the costs were spread over the full working life of the individual, 
the annual payments would be small. As a practical barrier to this 
approach, however, few persons spend their entire working life with 
one employer. Aside from the uncertainty as to whether they will 
still be with the same employer when they retire, there are other factors 
that could make workers reluctant to participate in purchasing this 
form of insurance. They may anticipate that their existing health 
insurance coverage will continue after retirement or they may fear 
that a specified set of cash indemnity health benefits may prove inade- 
quate if the trend of rising medical costs continues. 


PREMIUMS THAT ARE INDIVIDUALLY SET—NONGROUP INSURANCE 


Second only to group conversions as the main source of existing 
health insurance among the retired aged is the continuation of a non- 
group policy purchased when the person was younger and maintained 
after reaching age 65. Increasingly aged persons are, however, also 
able to obtain policies after the 65th milestone. In either case these 
policies are financed by the individual. The vast majority are can- 
celable at the option of the insurer though an increasing proportion 
are noncancelable or guaranteed renewable up to a specified age. The 
latter two types call for higher premiums than is the case with the 
cancelable policies. Premiums may be raised from time to time, if 
ibe company changes the premium for all policies of similar form or 
class. 

Nongroup policies of insurance companies 

Up until a few years ago individual or family policies (so-called 
to distinguish them from group policies) were sold only to persons who 
had not yet achieved age 55 or 60. Now these policies are made avail- 
able by a number of companies to persons in the higher ages. A check 
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on the highest age at which a group of 104 insurance companies would 
issue individual policies, showed the following (12) : 


Highest age at issue Number of Percent 
companies 

MoOtaleete eben Wt PDE ee es Oe Ce eee Ed Fie 5 SRE 1. ene | 104 100. 0 
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Restrictions on the benefits provided and relatively high costs reflect 
the expectation of adverse selection in a transaction in which the pur- 
chaser of the insurance is electing to obtain it. A health statement is 
required in applying for the policy and the application may be rejected 
on the basis of an existing physical condition or recent illness. The 
health statement also serves as a basis for cancellation of the policy 
by the company if a claim is made for expenses for a condition not 
aes y the applicant but antedating the writing of the policy 
Li) 

Indwidually purchased paid-up-at-retirement policies 

In addition to the nongroup policies already described some com- 
panies sell policies (providing cash indemnity benefits) to persons prior 
to retirement that are paid up at retirement and not cancelable there- 
after. The highest age at issue has been 59. 

An example of this type of coverage is a policy providing given 
amounts a day for hospital room and board expenses. The insured is 
entitled to 365 days of hospitalization up to age 65 and 90 days after 
his 65th birthday. Under this policy premium rates for miscella- 
neous hospital expenses and for surgical expense vary by (1) amounts 
selected by the insured as maximums, (2) age at issue, and (3) sex. 
Nongroup policies of community-rated plans 

Most Blue Cross, Blue Shield, and other nonprofit plans using 
community-rating to set group premiums also enroll persons on an 
individual basis. The age limit for such enrollment is usually 65 
though 11 of the 79 Blue Clos: plans have no age limit, and in 12 plans 
an age limit of age 60 or lower is found. Five Blue Cross plans do 
not provide for nongroup enrollment (14). Like all forms of Blue 
Cross-Blue Shield coverage, technically the policies are cancelable 
but the plans reportedly seldom exercise this legal right. The various 

lans have different mechanisms for enrollment of nongroup members 
including (1) “community enrollment drives,” in which enrollment 
is opened to all members of a given community for a specific period ; 
o open enrollment for a specific period, usually 2 weeks twice a year; 
3) continuous open enrollment. 

A health statement is usually a requirement and persons may be 
rejected on the basis of this report. Waiting periods before certain 
benefits become available are usual; certain conditions may never be 
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covered or may not be covered until the member has been enrolled for 
6 months or a year. | 

Depending on the insurance laws of the States and on plan practices, 
the premiums for nongroup coverage may be established in one of three 
ways: (1) on the same basis as the group or group conversion premium ; 
(2) slightly above the group rate, to take into account higher admin- 
istrative costs associated with nongroup enrollment; (3) on the basis 
of the experience of the entire nongroup class of enrollees. Modifica- 
tions in the benefits provided under the group contracts are frequently 
introduced to offset the likelihood of adverse selection. These usually 
take the form of reductions in the benefit days per year or in the 
per diem room allowances. 


INDEPENDENT PLANS 


In addition to the plans and policies already described there is 
another category of prepayment for hospital and medical care de- 
rived from arrangements usually referred to as “independent plans.” 
Some of these plans fall into the category of community-rated or 
experience-rated plans, already described, while others provide bene- 
fits through quite a different approach—namely some form of self- 
insurance. The entire membership in these latter plans is com- 
posed of employees—both active employees and pensioners—of a 
common employer, or members of a trade union. Contributions 
from the members and/or the employer go into a health and welfare 
fund or employee hospital association or mutual benefit association 
from which the benefits are paid or covered services are furnished or 
purchased. 

Out of 175 industrial plans, some 80 reported that they were cov- 
ering retired workers in 1957; 40 of them also provided benefits 
to dependents of retirees. Nearly 315,000 retirees and their depen- 
dents were eligible for benefits in these 80 plans, which had a com- 
bined enrollment of about 3 million active employees. Among the 
80 plans, 27 reduced the retired worker’s benefits below those of 
the active worker (these were small plans). In 11 of these 27 plans 
and in 13 plans where there was no reduction in benefits the retired 
worker paid the entire premium. In the remaining 56 plans the re- 
tiree contributed part of the premium cost in 21 plans, while in the 
other 35 all of the retirees’ costs were paid by the active workers 
and/or the employer. 

A number of these plans operate their own hospitals or health 
centers and employ staff physicians. The cost of pensioners is ab- 
sorbed into the overall cost of operating the hospital or clinic. The 
railway hospital plans are notable examples of plans that have cov- 
ered pensioners for many years. Examples can also be found in 
other industries. Length of employment prior to retirement fre- 
quently governs the extent to which pensioners are entitled to continue 
their health insurance protection (9) (14). 


Premium Cwarces AND Brenerir Provisions oF Hnatra INsurRANce 
Poricrmes APPLICABLE TO THE AGED 


There is a wide variation both in benefits and in premium charges 
for insurance policies covering the aged. Some of the major reasons 
for these variations have already been discussed. The extent to which 
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the risk is spread among all age groups or concentrated on the aged 
as a separate group and the extent to which costs are insured through 
broad benefits or left to be met at the time illness occurs are basic 
factors in premium rates. Noncancelable or guaranteed renewable 

olicies may sell for more than policies that can be canceled by the 
insurance carrier. In addition, the selling (acquisition) and adminis- 
trative costs vary for different classes of policies. In pricing a given 
set of benefits a company necessarily adds to the expected claims cost 
the costs of selling the insurance, as well as premium taxes and the 
cost of billing and collecting premiums. Some of these items are neces- 
sarily more expensive per person insured on an individual basis than 
when the insured is under a group policy. 

It is therefore difficult to summarize, in any meaningful way, the 
current expenditure required for one aged person to purchase hos- 
pitalization insurance. Nevertheless, some general indication can be 
given. 

COMMUNITY-RATED PLANS 


While information is available for the Blue Cross community-rated 
plans on premiums and on the benefits a given premium will provide, 
summarizing the benefits and premiums simultaneously is next to im- 
possible because of the differences in the plans and in the costs of hes- 
pital care in different parts of the country. Considering first the 
benefits afforded by the 79 plans, under group conversion contracts as 
of late 1958 the number of days of basic benefit (per stay in most 
cases, per year in a few) ranged from 21 to 365. Thirteen plans pro- 
vided 21 days of care, 28 provided 30-35 days, and 28 provided 70-75 
days. Six covered 120 days and 1 covered 365 days of care. Other 
variations appeared for the nine remaining plans. In addition, 23 
plans provided further days of partial reimbursement. The number 
of additional days covered ranged from 30 to 295 and tended to be 
greater the lower the number of days of full benefit provided (74). 

The plans varied in the type of room and board coverage provided 
such as semiprivate (30 plans), ward (12), or an allowance toward the 
room charge. Equally varied was the extent to which charges for the 
operating room, anesthesia, X-ray, laboratory services, and drugs 
and medicines were covered although the majority provided quite com- 
plete benefits. | 

The annual premiums for these benefits varied from $19 to $88 
for a single person and from $52 to $203 for a family. The annual 
premiums under approximately comparable group, group conversion 
and nongroup contracts in the fall of 1958 were as follows (6) : 
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The additional annual cost of group conversion over group con- 
tracts was as follows: 


Number of | Additional annual premium 





Blue Cross ——a 
plans 
Median Range 
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1 Group conversion rates not available for 1 plan in which the group conversion rates vary by locality. 

21 plan omitted because group family rate is higher than group conversion family rate. Benefits are 
not comparable since group conversion members are subject to an 80/20 deductible clause and reduced 
maternity benefits. 


Many Blue Cross plans offer group contracts with additional or 
broader benefits and of course, higher premiums than those offered 
under the contracts analyzed here. Such additional benefits are ordi- 
narily not available to group conversion and/or nongroup enrollees. 

Blue Shield premiums and benefit provisions vary even more widely 
than those of Blue Cross. 

Those relatively few aged persons who are enrolled in community 
plans providing prepayment for most types of medical care ordinarily 
pay a single premium covering hospital care, surgical services, physi- 
cians’ services in hospital, office and home and laboratory services and 
the like. The annual premium cost of the benefits was $100 per person 
or less in several of these plans in early 1958. 


GROUP INSURANCE POLICIES 


Because experience-rated plans are frequently tailored to the par- 
ticular group, it is not possible to summarize in the same way as for 
Blue Cross plans the benefits provided or premiums charged. As has 
been indicated, the benefits under insurance company policies are on 
a cash indemnity basis. Illustrative benefit combinations available to 
aged persons are cited below. A general idea of the annual premiums 
for group coverage for specified benefits can be obtained from exam- 
ining the premium rates for an initial period for a standard group of 
allages. (These rates would be subject to rate credits or dividends in 
subsequent years. ) 

For a policy providing reimbursement of up to $10 a day for up to 
70 days of hospital care with 10 times the daily rate (1. e., $100) for 
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hospital “extras,” such rates for a standard group with 21-31 percent 
females would be: 





Annual premium for a 
standard group (without 
maternity or obstetrical 


benefits) 
For hospitalization coverage ($10 a day for up to 70 days and up to $100 for 
extras): 
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Since the premiums shown are those applicable initially to a so-called 
standard group, they would ordinarily be increased through subsequent 
adjustments where the group encompassed sizable numbers of aged 
persons. 


Insurance ona group of persons aged 65 and over 

Two examples of policies limited to groups of retired persons will 
serve to illustrate the amount of premiums and kinds of benefits that 
go with this relatively new form of coverage. 

1. A group plan for an association of retired persons: The annual 
premium per individual is $72. The plan pays $10 a day for 31 days 
per illness, 50 percent of miscellaneous hospital expenses or of emer- 
gency outpatient hospital care for accidents up to a total payment 
of $125. Surgical expenses with a $200 maximum fee schedule are 
payable. Hospital care for any condition for which the insured was 
hospitalized in the 12 months preceding membership in the group is 
not covered. Six months must elapse before claims are again paid 
for the same or a related illness. 

2. A group plan for an association of retired college professors: 
The annual premium per individual is $96. The policy pays $15 a 
day for the first 381 days and $7.50 a day for the next 90 days of hos- 
pitalization. Rehospitalizations for the same or related causes must 
be separated by 6 months. Hospital care in the first year of the con- 
tract for conditions which required hospitalization in the previous 
12 months is not covered. This policy also pays 50 percent of mis- 
cellaneous hospital expenses or emergency outpatient care for acci- 
dents up to a payment of $120 (i.e., $240 of expense incurred). It 
includes surgical expense coverage with a $200 maximum fee schedule 
and $3 a day for 31 days for physicians’ nonsurgical calls when the 
patient is in the hospital (77). 
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A paid-up-on-retirement policy 

Only one such policy—available to employees of one company—has 
been described in the literature. It provides annually for 31 days 
of hospital care at $14 a day and for up to $210 for hospital extras. 
It includes a surgical expense policy with a $300 maximum fee sched- 
ule. on age 65 this policy costs $1,200 per individual or $2,400 for 
a couple. 

Under the existing plan the employer’s contribution varies accord- 
ing to the employee’s length of service with the company, reaching 
100 percent with respect to both the employee and his spouse after 
20 years’ service. The company has a profit-sharing plan in which 
the employee can accumulate the amounts required for his share of the 
payments made on his retirement. 


INDIVIDUALLY PURCHASED INSURANCE 


The myriads of policies offered by insurance companies on a non- 
group basis make it impossible to select a typical policy or an average 
premium, because premiums vary with the age of the policyholder 
and by reason of all the other cost factors already mentioned. 


A noncancelable policy 

For illustrative purposes, it may be useful to describe very briefly 
one new and much discussed noncancelable policy that became avail- 
able in late 1958. This “lifetime renewable safeguard policy” is avail- 
able to persons aged 65 to 75. A health statement is required with 
the application. The purchaser of the policy can put together from 
a series of riders a package that meets the requirements of his pocket- 
book. None of the available riders pays for nonsurgical physicians’ 
attendance or for outpatient diagnostic services. Ordinarily non- 
cancelable policies carry higher premiums than cancelable policies; 
the premiums for this contract however appear to include little if any 
loading for the lifetime renewable feature. 

A typical package under this policy might include for each period 
of illness separated by 6 months, $10 a day for up to 30 days of hos- 
pital care; hospital extras of up to $50 for medicines and appliances, 
up to $25 each for operating room, surgical dressings and costs, blood 
transfusions and oxygen, up to $20 for X-ray and for anesthetic and 
up to $15 for laboratory service; and surgical expense under a $200 
fee schedule—such a package would cost $89.40 per person per year. 
With $15 a day for hospital room and board, a $375 surgical fee 
schedule and more generous hospital extras, the premium for the 
package would be $153.80 a person a year. A very minimal package, 
including only $8 a day for hospital care, a $150 surgical fee schedule 
and very limited hospital extras subject to deduction and coinsurance 
(the insurance paying 80 percent of the amount spent above $250 but 
no more than $1,000) the annual premium would be $58.72 per 
person (17). 


A paid-up-at-retirement policy 

Paid-up-at-retirement policies taken out prior to age 59 and requir- 
ing no premiums after age 65 may cost 4 to 4.5 times as much at 
age 59 as at age 21 for the daily room and board benefit and 3 to 4 
times as much at age 59 as at age 21 for the miscellaneous hospital 
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expenses and surgical benefits (the rate for females is higher than for 
males, accounting for the range). 

Under one recently issued policy, a $10 a day benefit for 365 days 
of hospital care up to age 65 and 90 days after the 65th birthday 
would cost a male $102.50 annually if issued at age 59 (twice as much 
if it paid $20 a day), as compared with $22.80 at age 21. The addi- 
tion of miscellaneous hospital extras up to $150 would add $78 an- 
nually to the premium if issued at age 59 (compared to $18 if issued 
at age 21). Surgical benefits up to $200 would cost annually $42 if 
issued at age 59 ($10 at age 21). The three types of coverage if ini- 
tially obtained at age 59 would come to $223 annually for males at the 
$10 a day room and board rate or $325 a year if the policy paid $20 
a day for room and board (17). 


INDEPENDENT PLANS 


Neither premiums nor benefits in these plans lend themselves to 
statistical analysis zecause the sources of founds and the scope of bene- 
fits vary so much that no two plans are alike. Some independent plans 
provide only cash indemnities for specified periods of hospital care 
plus limited amounts for hospital extras and in some cases for sur- 
gical and in-hospital physicians’ care. Others provide service bene- 
fits (sometimes with coinsurance) and include home and office as well 
as hospital care. Of 60 independent plants owning their own hos- 
pitals, a recent survey showed that 41 provided 365 days of hospital 
care and only 4 provided 35 or fewer days. Thirty-seven additional 
plans operating clinics contracted with a community hospital for hos- 
pital care for their members; 27 of them also provided 365 days of 
hospital care (9). 


Hosprran AND MerpicaL Care Provipep THrouacH Pupsxiic PRoGRAMs 
AND PHILANTHROPIC SOURCES 


There is considerable variation in the extent to which hospital and 
medical care is now directly available to aged persons and others, 
through public programs or through private arrangements supported 
in part by philanthropy. 


PUBLIC PROGRAMS 


A number of special groups can obtain hospital and medical care 
under public programs without regard to income or ability to pay. 
Most important are veterans with service-connected disabilities, active 
and retired military personnel and their dependents, Members of Con- 
gress and certain other Government officials, Indians, and merchant 
seamen. 

For many years, the major part of the care for tuberculosis, mental 
illness, and leprosy has been provided in public hospitals. Such care 
is free for very low income groups, but those able to pay all or part 
of the costs are usually expected todo so. Publicly administered gen- 
eral hospitals in many localities also provide care without charge or 
a charges related to income for persons who cannot afford to pay 
in full. 

Still other programs are open only to “needy” persons. Prominent 
among these are the public assistance medical care programs and the 
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services provided to veterans with non-service-connected disabilities. 
Some State and local governments also provide hospital and nursing 
home care for the medically indigent through financial arrangements 
with private institutions as well as directly through public facilities. 

About 19 percent of all patients in privately controlled general hos- 
pitals are aged 65 and over. Butin general hospitals under the auspices 
of State and local governments, patients aged 65 and over are nearly 
26 percent of the patient population (7S). 


Veterans’ programs 

Out of a total of 22,560,000 veterans in 1957, there were 1,034,000 who 
were 65 and over. By 1976, the total veteran population is expected 
to drop to 18,758,000 but the number who will be 65 and over is ex- 
pected to rise to 2,307,000. 

Generally speaking, care in VA hospitals may be secured by veterans 
for service-connected disabilities incurred or aggravated during a pe- 
riod of war, or for any other disability when the veteran is unable to 
defray the expenses of necessary hospital care. In practice, a veteran’s 
inability to meet the cost of care for a non-service-connected disability 
is generally established through the veteran’s declaration to that effect. 

About a fifth of all patients in VA general hospitals are aged 65 
or over. The Veterans’ Administration estimates that as of June 1957, 
for veterans of all ages, VA general hospitals were providing 45.1 
percent of the care for medical, surgical, and neurological patients 
whose disabilities were non-service-connected. But for veterans who 
were 65 and over, the VA was providing 56.6 percent of the general 
hospital care for such patients. 

The Veterans’ Administration assumes in its estimates that in the 
case of service-connected disabilities requiring general hospital care 
all such care is received under VA auspices. Although there now are 
about 2 million veterans with service-connected disabilities who re- 
ceive compensation, the number who will receive general hospital care 
specifically for service-connected disabilities is expected to decline 
steadily in the future. In contrast, because of the aging of the veteran 
population, the number of veterans 65 and over who will be receiving 
care in VA general hospitals for non-service-connected disabilities is 
expected to increase (19). 


Public assistance 

Public assistance provides for the basic maintenance of persons 
whose income and resources are inadequate to meet their needs as de- 
termined by State and local welfare agencies. At present about 5.7 
million persons receive assistance under the four federally aided pro- 
grams. An additional 1.1 million persons receive assistance under 
general assistance programs financed entirely from State and/or local 
funds. <A large proportion of the public assistance caseload is made 
up of persons with unusually heavy medical needs resulting from dis- 
ability, chronic illness, or the infirmities of old age. Some are forced 
to seek assistance primarily because of the need for medical care. 

Because the demands for medical care have been very great, a seri- 
ous problem of financing has arisen in many States. Public assistance 
agencies must decide how much money from limited appropriations 
should be spent for medical care. The public assistance program has 
primary responsibility for providing money for basic maintenance of 
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people—food, clothing, and shelter. However, medical care may also 
be a necessity of life and some medical care must be provided to those 
eligible for assistance if no other program can meet emergency need. 
The decision as to the content and amount of medical care to be pro- 
vided under the public assistance program rests with the State agency 
and there are wide differences among States with respect to the types 
and quantities of medical care provided. 

As of January 1958, some medical care was provided under 1 or 
more of the special types of public assistance in all but 2 of the 53 
States and Territories. The type of care covered most frequently 
under plan provisions for the three adult programs—old-age assist- 
ance, aid to the blind, and aid to the permanently and totally dis- 
abled—was nursing-convalescent home care. Among the other types 
of care covered most frequently under the adult programs were drugs, 
hospitalization, and practitioners’ services. In old-age assistance, 49 
of the 58 States had specific provisions for nursing-convalescent home 
care, 39 for drugs, and 85 each for hospitalization and practitioners’ 
services (20). 

The determination of what constitutes eligibility for medical care 
under the public assistance programs is made by the States. This de- 
termination is usually made by considering the needs and resources of 
the individual and the availability of medical services from some other 
source. Most recipients of medical care under the public assistance 
programs also get payments to meet their maintenance needs, but some 
get payments only for their medical care. 

Information regarding the volume of vendor payments (made di- 
rectly to the suppliers) for medical care is regularly available. But 
information regarding the amount of money made available to re- 
ciplents to enable them to purchase medical care themselves is not 
regularly available. During the fiscal year ended June 30, 1958, 
vendor medical payments under the four federally aided categories 
totaled $236.1 million. The amount spent under each of the federally 
aided programs was as follows: old-age assistance, $159.1 million; aid 
to the blind, $5.1 million; aid to the permanently and totally dis- 
abled, $28.6 million; and aid to dependent children, $43.2 million. 
These payments constituted the following proportions of total assist- 
ance payments: old-age assistance, 8.8 percent; aid to the blind, 6 per- 
cent; aid to the permanently and totally disabled, 13.5 percent; and 
aid to dependent children, 5.3 percent. | 

Vendor payments under the old-age assistance program consti- 
tuted about two-thirds of all vendor payments under the four fed- 
erally aided types of public assistance. Hospitalization was the type 
of service for which the largest amount of vendor payments was made 
in old-age assistance: that expenditure was 39.5 percent of total vendor 
payments according to State reports covering nine-tenths of such 
payments in old-age assistance. | 

A smaller proportion of the vendor payments, 26.3 percent, was 
made for nursing and convalescent home care, although more State 
plans included provision for such services. The proportions of total 
vendor payments for drugs and supphes and for practitioners’ serv- 
ices were 14.7, and 10.8 percent, respectively. In the other adult 
programs, aid to the blind and aid to the permanently and totally 
disabled, expenditures for hospitalization also ranked first, and those 
for nursing and convalescent home care ranked second. 
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The most comprehensive information relating to amounts for medi- 
cal care included in money payments is for a selected month Janu- 
ary-March 1957. For the 25 States that reported information of 
this type, the proportion of cases having an amount for medical care 
included in requirements varied widely. 

In States having maximums or other limitations on payments the 
inclusion of an amount for medical care in requirements may result 
in payment to the recipient of the full amount of medical care costs, 
only a part of the amount, or nothing over and above other require- 
ments. 

On an annual basis, the money payments in the reporting States 
that represented amounts for medical care would have totaled more 
than $73 million at the January—March 1957 rate (20). The report- 
ing States may not be entirely representative of other States; the 
total increase in money payments for the country as a whole that 
resulted from the inclusion of medical needs in requirements probably 
amounted to about $100 million a year. 

General assistance is financed entirely from State and/or local 
funds. There are wide differences among States, and even among 
local jurisdictions within a State, with respect to the types and 
amounts of assistance provided under the program. 

During the fiscal year ended June 30, 1958, vendor payments for 
medical care under State and local general assistance programs totaled 
$83.8 million. These payments constituted 24.7 percent of all gen- 
eral assistance reported. While all vendor payments for medical care 
under general assistance were made from State and/or local funds 
without Federal participation, an unknown, though probably substan- 
tial, amount was spent in behalf of recipients of the four special types 
of public assistance. It is in many cases administratively simpler for 
States to make such payments under their general assistance pro- 
grams and they are likely to do so when the amounts needed by re- 
cipients under one of the special categories exceed the maximum that 
can be matched by Federal funds. 

Special interest attaches to the amounts spent for nursing or con- 
valescent home care under the public assistance programs. ‘This type 
of care is particularly important in aid to the permanently and totally 
disabled and is becoming increasingly important in the old-age assist- 
ance program as the average age of recipients increases and as old- 
age, survivors, and disability insurance provides the basic income for 
more of the aged who do not have special needs. Unfortunately, in- 
formation is not available as to how much of such care is in skilled 
nursing homes and how much in domiciliary-type institutions. The 
maximum amounts paid from public assistance funds for nursing 
home care vary greatly from State to State, as does the adequacy of 
the care made available. In the States reporting information for a 
selected month January-March 1957, total monthly assistance pay- 
ments to and in behalf of nursing home cases averaged $113.73 in 
old-age assistance (24 States) and $128.17 in aid to the permanently 
and totally disabled (20 States) (20). 

In a study covering 13 States in 1953-54, it was found that payment 
for care for about 51 percent of all patients in proprietary nursing 
homes was fully or in part from public assistance. In no State was 
the proportion less than 25 percent and in a few States the proportion 
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was as high as 70 percent. Similarly, in a sampling of voluntary and 
public nursing homes in 11 of these States, the same study found that 
50 percent of patients in these homes were also dependent in whole 
or in part upon public assistance support (27). 


NONGOVERNMENTAL PROGRAMS 


Nongovernmental hospitals traditionally provide some free medical 
care to the needy and medically needy and finance this care from such 
resources as endowment income and philanthropic contributions. The 
furnishing of free care by hospitals has been financed, in part, within 
hospital budgets through payments that are higher than true costs 
by self-supporting patients or by their third-party carriers. Increas- 
ingly, nongovernmental hospitals have been paid for services to needy 
persons through various public programs and public grants. 

Asa group, nonprofit general and allied special short-term hospitals 
have had small surpluses of total receipts (including philanthropic 
contributions, endowment income, governmental grants, etc.) over 
expenses in recent years. In 1957, for example, the aggregate surplus 
for all these hospitals was about 3.4 percent of income (22). Some 
hospitals, of course, continue to have deficits. A nationwide study 
of 1,400 hospitals made in 1954 showed that one-fourth of the hos- 
pitals studied had overall deficits, amounting generally to less than 
10 percent of expenditures. The remaining three-quarters of the 
hospitals were able to finance current operations out of current income, 
typically with small surpluses (23). 

In spite of the apparent fiscal balance of many hospitals, there is 
still the problem in many States of providing the financial resources 
to cover the cost of free and part-paid care for patients limited in their 
ability to pay. Within the last 4 to 5 years some of these States have 
conducted studies of the impact of this problem upon their hospitals. 

These studies examined the financial resources of the hospitals which 
enabled them to cover their free and part-paid care. Special note was 
made of the extent to which resort was made to increased charges 
to paying patients, limitations on hospital services, inadequate allow- 
ances for depreciation and maintenance, etc. 

Among the States reporting studies are some in which the financial 
problem of hospitals is aggravated because public assistance or the 
other public programs pay none or only part of the cost of hospital 
care tor the needy and medically needy. Data from a few of the more 
recent studies indicate the magnitudes of the “losses” by hospitals in 
recent years for free and part-paid care: 

In Missouri, a study covering 1953-54 indicated that 1,496 medically 
needy patients received care costing $246,234 from 8 urban hospitals 
and 20 in smaller communities. Only about 22 percent of the total 
bill was paid; 78 percent of the amount of these bills remained unpaid 
from any sourcee (24). 

A Georgia study showed that, in 1955, 51,479 out of 215,357 patients 
(23.9 percent) admitted to 28 general hospitals were indigent or med- 
ically indigent. ‘The total estimated loss for this care was nearly $4 
million. This loss was mainly absorbed through surpluses from 
paying patients (25). 
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A study was made by the Alabama Hospital Association covering 87 
percent of the general hospital beds in that State. The study showed 
that in 1955, out of a total cost of $714 million for inpatient and 
outpatient care of the indigent and medically indigent, only $4 mil- 
lion was received as reimbursement. Thus, an unpaid balance of $314 
million had to be absorbed by the hospitals (26). ak 

In Mississippi, reports from 75 hospitals in a study of indigent 
hospital care in 1956, showed that the cost of that care was slightly 
more than $414 million. Considerably less than half of the days of 
care provided was compensated by public payments, but even these 
days were compensated at only about one-third of the cost (27). 

A study in Pennsylvania showed that, in 1954-55, 178 State-aided 
hospitals incurred a deficit of $1234 million over and beyond State-aid 
payments for free and part-paid inpatient care. Overall, this deficit 
together with the deficit on outpatient care absorbed nearly all the 
funds available to the hospitals other than payments by or on behalf 
of patients (28). 

There can be no doubt that to the extent that public assistance 
and other public programs have approached making full payments 
for the cost of providing hospital care to the needy and medically 
needy, one of the most troublesome elements in hospital financing is 
being overcome. This situation increasingly prevails particularly 
among the wealthier States. But in other States, mainly those with 
lower levels of per capita income, adequate financing of indigent hos- 
pital care persists as a disturbing problem. 
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CHAPTER V 


METHODS OF PROVIDING OASDI BENEFICIARIES WITH 
HOSPITAL AND NURSING HOME BENEFITS UNDER 
TITLE II OF THE SOCIAL SECURITY ACT 


The present chapter explores the methods that might be used and 
the probable costs involved in providing hospital and nursing home | 
peas for OASDI beneficiaries under title LI of the Social Security 

ct. 

This approach would make use of the existing OASDI administra- 
tive setup for the collection of contributions and the identification of 
eligible persons. Contributions could be deposited in the OASI and 
DI trust funds or, following the practice when disability benefits were 
added, a separate trust fund could be established. 

Ninety percent of all employed persons in the United States are 
now paying, with the help of contributions from employers, toward 
the cost of retirement, disability, and survivor benefits for themselves 
and their dependents. They could similarly pay toward the cost of 
hospital and nursing home benefits in retirement or for their sur- 
vivors, through an additional contribution for this purpose that would 
be collected as part of an increased total social security contribution. 
Such prepayment would assure that more than 9 out of 10 persons 
reaching retirement age some years in the future would have hospital 
insurance coverage. It could also assure such protection immediately 
for 7 out of 10 of those already age 65 or over. 

The addition to the program of a new type of benefit would necessi- 
tate policy decisions on a number of questions relating to the groups 
eligible for benefit, the scope and character of the benefits, and the 
method of administration—more specifically, the method of reaching 
agreements with and making payments to hospitals and nursing homes. 


Groups ELIGIBLE FoR BENEFITS 


In order to make the social security program effective within a rea- 
sonable period of time, the law has from the beginning provided that 
workers already approaching retirement age when they first had an 
opportunity to be covered could become insured on the basis of very 
brief periods of covered employment. And as the benefit provisions 
have been changed to take account of changing price and wage levels, 
the benefit amounts of those on the rolls have also been raised. A 
social insurance system can use current contribution income to pay 
full-rate benefits to this generation of aged because it can safely 
assume that successive generations of workers will continue to pay 
contributions, to acquire rights and to draw on those rights when they 
reach retirement age, or become disabled or leave surviving widows 
and children. 
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If the same principle were followed, funds derived from current 
social security contributions for hospital benefits would be used to pro- 
vide such benefits immediately to persons now eligible for cash benefits. 

A decision would have to be made as to the treatment of persons 
eligible for but not currently receiving cash benefits. In mid-1958, 
there were about 1.8 million persons beyond retirement age who were 
fully insured but not drawing benefits, including 1.6 million who had 
never filed a claim for benefits and 200,000 whose benefits were 
suspended. Such persons, and in many cases their wives (some 600,000 
in mid-1958), could at any time receive cash benefits if they retired. 
There are also at any time some eligible younger persons not drawing 
benefits, primarily widowed mothers who are at work. 

In principle, there are strong arguments for restricting eligibility 
for hospital benefits to those who have retired. Persons still employed 
have much more opportunity to get group health coverage, and those 
who are self-employed or employed in small establishments at least 
have a more adequate income with which to purchase individual insur- 
ance and are more likely than retired persons to be in sufficiently good 
health so that they can buy insurance. In addition, it 1s thought by 
some persons that to base eligibility for the hospital benefits on the 
attainment of any specified age, rather than on retirement, would 
weaken the rationale for special treatment of the aged as compared 
with the rest of the population. 

The problem is to find a satisfactory test of retirement. In the case 
of the cash benefits, the present retirement test which defines substan- 
tial retirement primarily in terms of annual earnings below a specified 
amount is workable and equitable in relation to employed and self- 
employed persons. With the retirement test on an annual basis, 
however, it 1s not always possible to determine in advance whether an 
individual should be receiving cash benefits for a particular month, 
and the required suspension of benefits may occur after rather than 
during the time when he was earning more than the minimum allowed. 
To restrict the eligibility for hospital benefits to those who are actually 
receiving cash benefits would result in serious difficulties and 
anomalies. It would also result in considerable pressure on many 
individuals to retire as soon as possible in order to have the hospital 
benefit protection. 

Difficulties of a different kind would arise if there were a special 
test of retirement for eligibility for hospitalization benefits, such as 
receipt of cash benefits for a certain number of months—probably 12 
months if employed and self-employed persons are to be treated 
equitably—within a specified time. If hospital benefits were avail- 
able only on this basis, there would be a substantial waiting period 
after retirement before hospitalization benefits could be paid. Par- 
ticularly for those who are forced to retire because of illness, this 
delay in obtaining protection could be serious. Such a provision 
might increase the existing pressures to abolish the retirement test 
entirely. 

Identifying eligible persons 

If all persons who could be eligible for cash benefits were entitled 
to the hospital benefits, eligibility, once established, would be on a 
lifetime basis for old-age beneficiaries. Men 65 and over and women 
62 and over and also younger beneficiaries and eligibles could receive 
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some form of document certifying to their eligibility for the hospitali- 
zation benefits with recertification at appropriate intervals for those 
who did not have lifetime eligibility. When the individual was 
admitted to a hospital, presentation of the card or document would 
establish a presumption or evidence of eligibility under the program. 
From the point of view of both the individual and the hospital the 
procedure would be essentially the same as that under most Blue 
Cross plans, which commonly use an identification card to establish 
at least provisional eligibility. 

With a limit on the number of days of hospital care provided as 
a benefit, the hospital would need a check on whether the patient 
had already exhausted his benefits for the current year. The medical 
history taken in the hospital would provide the necessary information — 
in the great majority of cases, since readmission occurring within any 
12-month period would frequently be in the same hospital. In cases 
where the patient had changed residence or for an unconscious patient, 
verification of the amount of care which would be paid for by the 
OASDI system would be necessary. Prompt identification of eligi- 
ble individuals is of importance both to the hospital and to the person 
and his family. ‘The necessary checks would presumably be handled 
through the local and area offices of the Bureau of Old-Age and 
Survivors Insurance. 


SCOPE AND NATURE OF THE BENEFITS 


Assuming a primary decision had been made that the benefits to 
be provided should relate to the cost of hospital, or of hospital and 
nursing home care, subsidiary questions as to the scope of the services 
to be paid for would have to be answered. ° 

It should perhaps be noted explicitly that the hospital, or nursing 
home, service which any beneficiary receives can only be that which 
is available in a hospital, or nursing home, to which a physician rec- 
ommends admission. An insurance system does not provide hospital 
services; it provides an assurance that the cost of specified services 
received by beneficiaries will be paid from insurance funds. Hospital 
insurance for OASDI beneficiaries would not directly affect existing 
variations in the number of hospital beds in relation to the total popu- 
lation of different communities or sections of the country, nor would 
it result in uniformly high standards of care in all hospitals. It could 
encourage high standards and help assure more adequate operating 
income for all hospitals meeting such standards. It might also result 
in pressures for expansion of facilities in some areas. 

Because of the more limited development of nursing home facilities, 
the lack of professionally accepted standards as to the care provided 
in such homes and the greater variability and lack of stability in the 
current methods of financing nursing home care, a nursing home bene- 
fit might affect many fewer beneficiaries at the outset than a hospital 
benefit. The benefit could also be expected to have a greater impact 
on the future development of nursing home care and indeed of con- 
valescent and chronic care facilities and arrangements generally. 


Service or indemnity benefits 


Existing voluntary insurance follows two different practices with 
regard to the costs that are covered. Most Blue Cross plans insure 
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the member against the costs of specified services. The insured per- 
son in effect is guaranteed a stated number of days of care in a semi- 
private room (or ward) and certain specialized services such as use 
of the operating room, anesthesia, and so forth. This is a so-called 
service benefit. Most surance company policies guarantee to re- 
imburse the beneficiary a stated number of dollars per day of hos- 
pitalization with stated allowances towards the costs of other hospital 
charges. This type of coverage is called cash indemnity. 

Since hospital costs and charges vary greatly not only in different 
parts of the country but also within local communities, the extent and 
character of the protection provided may be quite different under 
the two types of benefit. In most circumstances, the individual— 
and the hospital—cannot know in advance what part of the total 
hospital bill will actually be covered by a benefit that is guaranteed 
in dollar terms. ~ With a service benefit, both the beneficiary and the 
hospital know for what kinds of services payment is assured. Further- 
more, the beneficiary knows that when he receives such services their 
cost (for the specified number of days of care) will be paid for in full 
no matter to which of the participating hospitals his doctor chooses 
to send him. | 

A service benefit—providing as nearly uniform protection as pos- 
sible for all beneficiaries—would seem the most appropriate type of 
benefit under a compulsory social insurance program. It is also the 
only type of benefit which could guarantee hospitals full payment 
for the cost of specified hospital service for aged persons. On the 
other hand, it does require a type of negotiation and agreement with 
hospitals that could be avoided with a cash indemnity benefit. 

Some groups have suggested that even though the hospital benefits 
should in general be service benefits, the beneficiary should be required 
to pay out-of-pocket some initial charge. The intended purpose of 
such a deductible amount not covered by insurance is to discourage 
overutilization of hospital services, as well as to place some of the 
cost burden directly on the individual receiving hospitalization. 

The actual effect of such an out-of-pocket charge would obviously 
depend on the amount. Opinion among physicians and other quali- 
fied persons differs as to what constitutes overutilization of hospital 
“services. A question to which no clear answer can be given is whether 
an out-of-pocket charge that would not place undesirable barriers in 
the way of needed hospital care would have much effect on admissions. 

The detailed cost estimates presented below relate to a full service 
benefit. Figures are also given to indicate the costs of a cash in- 
demnity benefit on specified assumptions as to the amount of the in- 
demnity payment. 

Hospital services to be paid for 

The services that would be paid for through the insurance program 
would presumably include all those services normally provided by 
hospitals and included in the usual hospital bill. In addition to room, 
board, and nursing care, these would include use of the operating 
room, oxygen, certain drugs and therapies, and so forth. 

It is assumed that the benefit would cover semiprivate accommoda- 
tions with more expensive accommodations paid for by the insurance 
system only when required for medical reasons. Beneficiaries would 
also presumably have the option of using ward accommodations. If 
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they elected to use private rooms, the difference in cost would be 
borne out-of-pocket. 

There are differences in practice among hospitals as to whether cer- 
tain services—in particular those of anesthesiologists, radiologists, 
and pathologists—are included as hospital services. As a result the 
scope of the services paid for by Blue Cross plans varies in different 
plans and in different parts of the country. ; 

If hospital benefits were provided under OASDI a difficult deci- 
sion would have to be made as to whether the services that would be 
paid for from the trust fund would include for each hospital those 
services usually included in its bills. This would result in variations 
in the scope of the benefit for different beneficiaries. Alternatively, 
if the types of services that would be paid for were spelled out in some 
detail and applied uniformly for all hospitals providing such services, 
it might be necessary to develop several different systems of payment 
to hospitals depending on their own accounting practices. 

Some of the legislative proposals for hospital benefits have provided 
that any institution licensed as a hospital under State law would be 
eligible to enter into an agreement to receive payment for services 
provided to beneficiaries. Alternatively, this privilege might be ex- 
tended only to hospitals accredited by the Joint Commission on Ac- 
creditation of Hospitals in which the American Medical Association, 
the American Hospital Association and the American College of Sur- 
geons participate, or by other appropriate accrediting agencies, thus 
assuring that certain standards of care would be met. 


Duration of hospital benefits 


Information was given in chapter IT on the duration of general 
hospital stays for aged persons. Under present practices, 1t would 
appear that about three-fourths of the persons aged 65 and over who 
are hospitalized in general and special short-term hospitals spend less 
than 30 days, 90 percent less than 60 days and more than 95 percent 
less than 90 days in the hospital in the course of a year. These ratios 
would be affected by increased admissions, changes in the age, sex, and 
living arrangements of those admitted and other factors. They give 
a general idea, however, of the proportion of beneficiaries who would 
have practically all of their general hospital costs paid for by an 
insurance benefit limited to 30, 60 or 90 days of care in general 
hospitals. 


Mental and other long-term hospitals 


A decision would need to be made as to whether care in mental and 
tuberculosis hospitals should be paid for from social-security contri- 
butions. Such hospitals are now largely supported by State and local 
revenues, and the care which they provide is generally of a long-term 
character. The social insurance program would be taking on an en- 
tirely different kind of burden if it undertook to pay for such care 
than if the benefits covered only relativély short-term illnesses. 

The many senile old persons who now occupy beds in mental hos- 
pitals might be better cared for if there were suitable nursing home 
care and other chronic care accommodations available. Movement of 
older persons out of mental hospitals could well be discouraged if 
insurance contributions were available to cover the cost of their care 
in such hospitals but not in nursing homes generally. For purposes 
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of the cost estimates, it has been assumed that the hospital benefit 
would not cover the cost of care in mental or tuberculosis hospitals. 


Relation to other public hospital benefits 


A related question arises concerning the cost of services now paid 
for through other Federal programs, though in this case the issue 
relates primarily to source of financing. It may be assumed that some 
persons eligible under OASDI and also under another program would 
choose to receive their care in Veterans Administration, Public Health 
Service or other Federal general hospitals. Whether the trust fund 
should pay for such services is a debatable question. (It presumably 
would not in any case pay, as part of the hospital benefit, the cost of 
the physicians’ services which these hospitals provide for all patients. ) 

Similarly, hospital services that would be paid for under the insur- 
ance benefit could either include or exclude the cost of care covered 
under a workmen’s compensation program. 

t is assumed that the insurance benefit would pay for care in State 
and local public general hospitals. The OASDI system would, of 
course, take over the cost of public and private hospital services for 
beneficiaries whose care is now paid for by the public assistance pro- 
gram because no other resource is available. 


Nursing home care 


The Ways and Means Committee request is not clear as to the kind 

of nursing home care that is contemplated. Earler proposals have 
related to skilled care of a kind that can appropriately take the place 
of hospital care at certain stages of illness, primarily during con- 
valescence. ‘The problems and costs involved in such a limited nursing 
home benefit are discussed. But in view of the possibility that the 
committee had in mind a much broader provision and that there 
would be pressures to expand the scope of a limited benefit once 
adopted, attention is given also to the problems and costs of a more 
general nursing home benefit. 
- There is at present a serious shortage of high quality nursing home 
beds of all types—not only those providing skilled nursing care but 
also those providing primarily residential and custodial type care (7). 
State laws with regard to licensure of nursing homes are much newer 
and standards far more variable than the laws and regulations relating 
to licensure of hospitals. There is no recognized national accrediting 
agency. If nursing home benefits were provided, therefore, the in- 
surance system might, at least at the outset, have to establish its own 
standards as to the care for which it would pay. 

Considering first the possibility of a limited skilled nursing home 
benefit, it may be noted that such benefits are now provided by a few 
Blue Cross and other plans. The benefits may apply to care in a 
chronic disease or convalescent hospital as well as in a nursing home. 
In some plans the benefits are payable only on discharge from a hos- 
pital and for periods of varying duration (30 days in a lifetime at one 
extreme, 2 years at the other) (2). Relatively few persons have up to 
the present been covered under such provisions. 

While the number of skilled nursing homes in the United States 
is increasing, the availability of beds in such homes varies greatly 
from one community to another. Payment for the costs of such care 
under OASDI even for limited periods could be expected to stimulate 
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the development of more such facilities. For the time being, bene- 
ficiaries would have markedly unequal opportunities to get such care 
and therefore to have such care paid for from the trust fund. On the 
other hand, for the beneficiary the alternative to prepaid care in a 
skilled nursing home would, in many cases, be continued prepaid care 
in a hospital (for just how many days would depend on whether the 
hospital benefit covered 30, 60, 90 or more days of care in a year). 

One of the issues with regard to skilled nursing home benefits, if 
they are provided, is whether the prepayment should apply only for 
illness in which the patient is discharged to the nursing home from 
a hospital. Such a restriction would emphasize care in a skilled 
nursing home as an alternative to the final stages of hospital care once 
the acute period of illness has passed. Increasingly, however, modern 
medical practice is making possible and desirable the treatment of 
many illnesses—such as pneumonia, certain types of heart attack, 
ete.—without the need for a period of hospitalization. The judgment 
of the physician must determine whether a patient is cared for in 
the hospital or elsewhere. It would be unfortunate, however, to 
adopt benefit requirements that would encourage hospitalization of 
persons who could be equally well cared for in a skilled nursing home 
throughout the entire period of 11]ness. 

A limited skilled nursing home benefit would not, and would not be 
designed to, meet the problem of the long-term chronically ill. Nor 
would it meet the problems of those many older persons who need 
residential care without continuous medical or nursing services. Both 
problems are serious and of increasing magnitude. The cost of long- 
continued institutional care is beyond the ability of most individuals 
or families to finance. The payment for nursing home care is placing 
an increasing burden on public assistance funds, while the level of 
assistance payments to nursing homes in all but a few States is so low 
as to make high quality care difficult if not impossible to achieve. 

Because of the increasing need for good nursing home care, and 
the difficulties of drawing a sharp line between skilled nursing home 
care and other types of care, it might prove difficult to limit a nursing 
home benefit under OASDI to short-term convalescent care. 

Whether the cost of long-continued care in nursing home or other 
chronic care facilities should be financed from social insurance contri- 
butions of employees, employers, and self-employed persons or whether 
it should be a charge on general revenues presents a major issue of 
social policy. 


Meruops or Hanpiine tHe Benerir ARRANGEMENTS 


The necessary arrangements with hospitals and nursing homes to 
permit payment for specified services provided to OASDI bene- 
ficiaries could follow one of several different patterns. 


Payments to hospitals and nursing homes 

If the benefits took the form of a cash indemnity payment, it would 
not be necessary for the insurance system to enter into any negotiations 
with hospitals or nursing homes as to. the amount to be paid. On 
evidence that the services were rendered, the hospital could be paid 
directly or through a third party for the specified amounts of cash 
indemnification. It would also be possible to pay these amounts to 
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the beneficiary or for the beneficiary to assign his benefits directly to 
the hospital. In any case, the hospital would bill the beneficiary and 
collect from him—or from him and from relatives or welfare or 
other agencies—for amounts not covered by the indemnity payments. 

With a service benefit, the insurance system would pay to the hos- 
pital, directly or through an agent, agreed upon amounts per day 
of care rendered to beneficiaries. Hospitals are now reimbursed under 
a number of governmental programs—maternal and child health, 
crippled children, veterans, vocational rehabilitation—on the basis 
of a formula which is intended to approximate the actual costs in- 
curred in providing the services. Many Blue Cross plans use similar 
formulas in arriving at the rates they pay hospitals. The amount 
paid per day of care thus varies from one hospital to another, but an 
attempt is made to assure that all hospitals receive a fair reimburse- 
ment of their costs.t In the case of insurance covering primarily aged 
persons, a reasonable cost formula should probably take some account 
of the lower daily cost of long-term stays. A number of Blue Cross 
plans pay a higher amount per patient day for the first few days than 
for subsequent days in a hospital stay. Other methods of adjusting 
payments to the level of care received could obviously be devised. 
The exact method to be used would of necessity be left to the admin- 
istering agency to determine, after consultation with representatives 
of hospitals and other appropriate groups. 

Nursing homes could be paid on the same basis as hospitals—that 
is, a per diem or perhaps a weekly rate that reflects actual costs. 
There has, however, not been the same kind of experience with such 
payment for nursing home care. Whether the accounting procedures 
of most nursing homes are adequate for accurate cost determinations 
may be questioned. Hospitals did not generally keep. accounts in the 
necessary detail before payments from public funds and from Blue 
Cross became of some importance. It is probable that for nursing 
home services negotiated rates based on approximations of actual costs 
would have to be used at the outset. 

Neither in the case of hospitals nor nursing homes would it appear 
desirable for the trust fund to pay customary charges for a service 
benefit. Such charges bear no uniform relation to actual costs; pay- 
ments on this basis could be inequitable to either the provider of 
service or the fund. 

Hospitals could submit individual bills for each beneficiary or con- 
solidated billings at stated periods. Under the Medicare program, 
for instance, hospital bills are submitted primarily on a consolidated 
basis to Blue Cross plans and on an individual basis for the patients 
whose bills are handled by Mutual of Omaha (2). 


Purchase of insurance 


It was suggested in the request of the Ways and Means Committee 
that the OASDI system might “buy insurance * * * from private and 
nonprofit health insurance organizations.” Under such an arrange- 
ment, bids would be invited from insurance companies and health plans 
as to the premiums they would charge for insuring the benefits speci- 


1 Wxcessively high costs resulting from expensive location and surroundings or other 
luxury features may be excluded from the amounts entering into the reimbursable cost 
formula or other negotiated, rate. 
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fied in the social security legislation (and according to standards of 
care or other matters spelled out in regulations). 

The problem faced by an individual insurance carrier in determin- 
ing a fixed-bid rate for such share of the business as it wished to 
carry is of an entirely different character than the problem of estimat- 
ing average costs for the OASDI system as a whole. Thus private 
insurance carriers would have difficulty in determining premium rates 
for this special coverage group and might be reluctant to make bids 
that from the point of view of the trust fund—and the contributors to 
the system—could be considered reasonable. 

The State public welfare agencies that have tried to purchase hos- 
pital insurance covering public assistance recipients have found either 
that no carrier was willing to write a policy or that the rates were so 
much above the cost of self-insuring that there was no justification 
for such use of public funds. The one State (Colorado) that uses 
Blue Cross to handle the costs of hospitalization has been able to pur- 
chase such insurance for younger assistance recipients only; for old- 
age assistance recipients it has had to pay for the service on a cost-plus 
basis (cost of services plus cost of administration). 

It is possible that a consortium of insurance carriers might be found 
to bid on the benefits for the entire group, somewhat as was done by 
the life insurance carriers under the Government employee life insur- 
ance program. In that program, there is no assignment of a policy 
to a particular company until the individual retires or dies. In the 
case of a hospital benefit, a method of assignment would have to be 
found that would let both the beneficiary and—unless the benefit was 
a cash indemnity—the hospital, know in advance what company was 
carrying his policy. Except for the extra costs that would be involved 
in such assignments, if the OASDI system received the appropriate 
rate credits and dividends, such a consortium would tend to become 
essentially an agent group paid on a cost-plus basis. 


Use of private insurance carrier as agent 


The OASDI system might underwrite directly the cost of the bene- 
fits, but use a private insurance carrier or carriers as its agents in 
negotiating agreements with hospitals and nursing homes and in 
handling claims from them and making payments tothem. The insur- 
ance carrier would receive a reasonable payment for its administrative 
services. 

For hospital benefits the trust fund might contract with a single 
national agent, such as the national Blue Cross Association. It is 
possible that this association might be willing to act also as agent in 
negotiations with and payments to nursing homes. Alternatively, 
there could be several agents selected on geographic or other bases. 


Use of State agencies as agents 


Another possible alternative would be to utilize appropriate 
State health or welfare agencies, in those States that were willing to 
enter into such an agreement, to handle the relations with hospitals 
and nursing homes. As in the case of private carriers serving as 
agents, the State’s administrative costs for the program as well as the 
amounts it paid to hospitals and nursing homes would be reim- 
bursed—or advanced on an estimated basis and later adjusted—from 
the trust fund. Some States might not choose to participate or be in 
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a position to do so immediately and the Secretary of Health, Educa- 
tion, and Welfare would need authority to administer the program 
directly in any State that did not enter into an agreement to act as 
agent. A similar reserved power should be available to him under 
any other agency arrangement. 


Direct administration by the Department of Health, Education, and 
Welfare 


It would also be possible for the Department of Health, Education, 
and Welfare, through the Bureau of Old-Age and Survivors Insur- 
ance, the Public Health Service, or a special unit set up for the pur- 
pose, to handle directly the arrangements with and payment of hos- 
pitals and nursing homes. There are fewer than 7,000 general and 
special hospitals in the country that would be providing the hospital 
services guaranteed as benefits. Practically all of them are familar 
with the general basis for cost determination and the payment proce- 
dures that would be used no matter what agency handled the arrange- 
ments. Arrangements with nursing homes would present a more 
difficult but not insuperable problem. If the Secretary of Health, 
Education, and Welfare were given responsibility for administering 
the benefit payment provisions, it would be desirable for him to have 
the option of working through appropriate voluntary insurance plans 
or representatives of the providers of service. 


ADMINISTRATIVE REVIEW ARRANGEMENTS 


None of the methods of handling payments to hospitals would in- 

volve completely new types of recordkeeping or reporting for hos- 
pitals. Unless a flat per diem basis of payment were adopted, some 
hospitals that are now paid by Blue Cross on the basis of billings 
would have to make changes in their accounting and recordkeeping 
procedures. Some statistical checks by the insurance system would, 
of course, be necessary. ‘There is virtually universal agreement that 
there should be no interference with the internal administration of 
hospitals or with the authority of the physician in medical matters. 
Nevertheless, the use of public funds for sociai programs always 1m- 
plies some public concern not only with the proper handling of funds 
but also with the quality of the benefits received. 
- It is inevitable that 1f insurance—private or public—is available 
to cover the costs of some but not all types of services, there will be 
pressures from patients and doctors alike for maximum use of those 
services for which payment is guaranteed. One procedure the sys- 
tem could adopt to encourage proper utilization of hospital services 
would be to maintain an adequate statistical check on the services for 
which it is paying. What appear to be questionable practices could 
then be discussed with the appropriate agency or provider of services. 
Relatively simple checks might prove quite helpful. Some Blue 
Cross plans, for instance, have found a routine notification to the 
doctor that his patient has been in the hospital for 30 days results in 
a significant number of discharges. Other plans and some hospitals 
are experimenting with such procedures as the review by a medical 
committee of all hospital admissions and of stays beyond a certain 
duration (4). 
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Whether the payment arrangements were handled directly by 
HEW or through an agent, HEW would presumably be responsible 
for establishing requirements for fiscal and statistical controls and 
for analyses of experience data. The method of using any insights 
gained from such analyses as well as other kinds of checks on quality 
of service would vary somewhat depending on the administrative 
pattern adopted. 

JIXxTENT OF COVERAGE 


A program of hospital benefits for persons eligible for old-age, 
survivors, and disability msurance would protect a little over 70 per- 
cent of the aged population in 1960. By 1970 1t would reach an esti- 
mated 76 percent and in 1980 a little over 80 percent of the persons 
then aged 65 or over. It is likely that there would be pressure to 
provide similar benefits for the remaining groups of aged persons. 

While there would be a number of problems involved, it would be 
possible to provide the same benefits to some additional aged persons 
by permitting other public retirement programs to buy into the system 
on behalf of their beneficiaries. In effect the OASDI system would 
serve as administrative agent for these other programs. 

A policy question would also arise as to whether public welfare 
agencies should be given the option of carrying their responsibility 
for hospital care for old-age assistance recipients through arrange- 
ments with and appropriate payments to the OASDI system. The 
funds would presumably come as at present from the general revenues 
of the Federal and of State and local governments. 

Alternatively, the Federal Government might pay from general rev- 
enues into the hospital insurance account of the OASDI system an 
amount sufficient to cover the cost of hospital benefits for all aged 
persons who are not eligible under OASDLI or any public retirement 
system. The size of any such supplementary program of hospital 
insurance would diminish in the future as an increasing proportion 
of all aged persons become eligible for OASDI benefits. 


Cost EstrIMATES 
HOSPITAL BENEFIT COSTS 


It is more difficult to estimate the future costs of any type of 
medical benefit than it is to estimate the long-term costs of specified 
cash benefits. For both types of benefit, future costs will be affected 
by changes in the age and sex composition of the beneficiary group, 
in the average span of life, and similar factors—some of which can 
be predicted with a reasonable degree of certainty, others only within 
a wide range of assumptions. The long-range cost of hospital or 
other medical benefits will in addition be affected by changes in the 
organization of medical practice and new developments in scientific 
knowledge as well as by changes in labor costs and other charges. 
The kinds of change in medical practice that have occurred in recent 
years and the further changes which are in sight were reviewed briefly 
in chapter III. It must always be recognized, however, that a major 
breakthrough—in cancer research, for instance—could quite suddenly 
change the picture, and in an unpredictable direction. Thus, while 
for planning purposes it is essential to have long-range actuarial 
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estimates of the possible costs of hospital or nursing home benefits, 
considerable weight should be given to the near future in evaluating 
the cost burden of a proposed program. 

Estimates are presented below of the current and long-range cost 
of hospital service benefits on two assumptions as to the maximum 
number of days in a year that would be insured—one a maximum 
of 30 days, the other of 60 days. While detailed computations were 
not made for a benefit of up to 90 days, the data on hospital utilization 
rates that were given in chapter IT indicate that an extension of the 
days covered from 60 to 90 would add in the neighborhood of 10 per- 
cent to the total cost. 

The detailed long-range estimates have been prepared also on the 
basis of two sets of assumptions as to the other medical cost. factors, 
thus suggesting a reasonable range within which costs could fall. The 
general effect on costs of an additional set of assumptions is also in- 
dicated. In all the long-range estimates, the figures used for the 
number of beneficiaries and eligible persons and the taxable payroll 
for selected years are those developed by the Division of the Actuary 
of the Social Security Administration for the actuarial cost estimates 
for the present OASDI program (45). In order to minimize the num- 
ber of different estimates shown, the demographic and other assump- 
tions used in the year-by-year estimates are those appropriate to an 
intermediate-cost estimate for the present cash benefits. The variable 
assumptions relate to hospital utilization and costs. 

Hospital utilization 

Both the low and the high cost estimates use as their base the ex- 
perience reported in the BOAST beneficiary survey. Total days of 
hospital care including days up to 30, and up to 60, in a year were 
computed on the assumptions summarized below for separate sex and 
age groups (65-69, 70-74, and 75 and over). The rates for each group 
were then adjusted upward to allow for the days of hospital care re- 
ceived during the survey year by beneficiaries who had died prior 
to the time of enumeration, using age-sex specific death rates and 
estimated hospital utilization experience for decedents. Similar but 
somewhat less complex methods were used to derive the utilization 
rates for the younger beneficiary groups. 

_ Age-sex specific rates incorporate directly into the long-range cost 
estimates all the appropriate adjustments for the changing composi- 
tion of the beneficiary population in the future. That is to say, the 
estimates reflect both the gradual aging of that population and the 
increasing proportion of women beneficiaries that are to be expected. 

The major assumptions underlying the calculations of days of care 
per capita were as follows: For both low and high cost estimates the 
proportion of persons hospitalized and the days of hospital care per 
person per year reported for aged beneficiaries having health insur- 
ance were used for this portion of the eligible group. For the high 
cost estimate, it was assumed that if hospital benefits became generally 
available, the persons hospitalized among the presently uninsured 
proportion of the aged would jump to the present rate for insured 
beneficiaries, e.g., from 8.8 to 14.2 per 100 per year. (See ch. IT, table 
3.) It was further assumed that the average days per hospitalized 
person per year for this presently uninsured portion would remain at 
the rate reported in the survey rather than falling to the rate for the 


78 HOSPITALIZATION INSURANCE 


presently insured group (for all age-sex groups the rate was 25.7 days 
among the uninsured and 17.4 days among the insured before the cut- 
off after 30 or after 60 days). 

It can be expected that persons now uninsured, since they include 
many of the poorer health risks, would have somewhat longer stays 
than the present insured groups even after availability of benefits re- 
moves the cost barrier to early admission to a hospital. The combina- 
tion of the admission rate of the insured and the duration rate of the 
uninsured, however, appears to be a generous assumption under pres- 
ent conditions of medical and hospital practice. 

For the low cost estimate, it was assumed that those presently un- 
insured would increase their utilization only up to the average expe- 
rience of the total aged beneficiary group, or 236 days per 100 before 
any cutoff. For the near future this is as rapid an increase in utiliza- 
tion as could reasonably be expected. In projecting this rate to the 
long-term future, the low estimate gives some weight to the probable 
success of current efforts to encourage progressive patient care, the 
reduction in hospital admissions that could result from development 
of outpatient diagnostic facilities, and similar trends in medical prac- 
tice. ‘The low cost estimate includes an adjustment of the hospital 
utilization rates for ages below 70 to reflect the fact that hospital 
utilization is substantially lower among employed than among retired 
aged persons (6). The low cost estimate also uses a lower average 
number of days of hospital care for decedents. 

Both sets of estimates include safety factors in addition to those 
inherent in the assumptions already described. In neither estimate 
was any correction made to take account of stays in Veterans’ Admin- 
istration general hospitals (such days are included in the beneficiary 
utilization rates, but might not be paid for by the OASDI program) 
or for the fact that the existing beneficiary population from which 
the utilization rates were derived is more largely urban than the 
future beneficiary population and would thus tend to make more use 
of hospitals. Because the estimated average hospital stay assigned to 
decedents was rough,? no adjustment was made in the high cost esti- 
mate to take account of the 60-day cutoff in days covered, and the 
adjustment used for the 30-day benefit specifications excluded only 
days between the 80th and 60th, leaving the excess days over 60 as a 
safety factor in both cases. The high cost estimate also assigns to the 
group eligible but still at work the same utilization rate as that for the 
retired beneficiaries. In neither estimate is allowance made for the 
fact that the increase from the present to the assumed ultimate level of 
utilization would occur gradually, thus resulting in a lower level pre- 
mium cost than that calculated. 

The utilization rates for the younger beneficiary groups were based 
on data from the Census-PHS September 1956 survey, the National 
Health Survey and other sources. For young widows, the rate used 
in the 60-day benefit high cost estimate, for example, was 1 per day 
per capita per annum; for children, 0.5 days. The September 1956 


2 Very little information on this specific rate is available. |The estimates used were based 
primarily on sex but not age specific data for persons aged 65. and over from a special survey 
in San Jose County, Calif. See Siegel, Beth M., Belloc, Nedra B., and Hesse, Frank B. 
‘Household Surveys for Hospital Planning Adjusted for Decedents Missed,’ Public Health 
Reports, vol. 72, No. 11, November 1957. Data from insured experiences such as those of 
Blue Cross or insurance companies include decedents. 
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survey showed a rate including maternity stays of 0.9 for persons 
14-64 and 1.2 for insured persons in these ages and a rate of 0.3 for 
persons under 14 (the total group and those insured)—in all cases 
without any cutoff for days above 60. For women 62-64, an assumed 
rate of 1.6 days was used and for the disabled, a rate based on the 
high utilization rate for the aged (2.8 days with a 60-day benefit). 

The low and high cost (age-sex specific) utilization rates when ap- 
plied to the 1960 eligible aged population result in average utiliza- 
tion of 2.3-2.8 days per eligible person per year with hospital bene- 
fits up to 60 days ina year. (For eligibles aged 65 and over the com- 
parable rates are 2.4-3.) These figures are higher than the pre- 
liminary estimates developed by the SSA last year, which showed 
utilization rates, with a 60-day cutoff, or 2-2.5 days per eligible person 
aged 62 and over in 1957 (7). At the time the earlier estimates were 
prepared, the data from the BOASI beneficiary survey—from which 
the rates used in this study are largely derived—were not available. 

Future experience with hospitalization of aged persons will de- 
pend on many different kinds of factors, the more important of which 
have been discussed earlier. Actual utilization rates in the long term 
future could well be either higher or lower than the 2.3-2.8 day range 
used in the estimates prepared by the Department. On balance, how- 
ever, that range would appear reasonable under foreseeable condi- 
tions. 


Cost per day of hospital care 

The estimated cost of a day of care was calculated in relation to 
average daily costs in general and special hospitals, starting with 
1956 data (the most recent year for which all the relevant figures 
are available) and projecting to 1960 the trend according to rates 
of increase that had been found for the past decade. In 1956, total 
expense in all non-Federal short-term general and special hospitals 
was $24.15 a day. When this figure is reduced by the estimated cost 
of outpatient departments and research included in the total, the re- 
sultant figure is about $22.50. 

For the aged, some further reduction is appropriate because their 
longer stays result in a lower per diem cost, that would presumably 
be reflected in some manner in payments to hospitals. Care in non- 
Federal long-term general and special hospitals, which presumably 
could be used in the program, was $10.20 a ne in 1956; no allowance, 
however, was made for such lower rate. The average reimbursable 
cost formula used by many Federal Government agencies was $20.50 
for 1956; it represents the average daily cost in 1,958 general hos- 
pitals. ‘Taking into account these various figures, it was decided to 
use as a basis for the projections a cost of $21 a day for the aged and 
disabled, and $23 a day for younger widows and children as of 1956. 
The resulting figures for 1960 were $27 a day for the aged and $29 
a day for younger beneficiaries. 

For the long-term estimates a further adjustment in these figures 
was made to reflect the fact that the earnings level used in the most 
recent actuarial cost estimates is based on 1956 earnings. (See ap- 
pendix A.) 

In effect, the long-range cost estimates postulate that hospital per 
diem costs will continue to rise at a more rapid rate than general 
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wage levels until the early 1960’s but thereafter will increase at the 
same rate as wage levels and the expansion of the economy in gen- 
eral. In evaluating this assumption, it should be kept in mind that 
the per diem rates used do not include nearly as large an allowance 
as might be justified for the reduced costs of long stays in short-term 
hospitals, and do not include any allowance for the lower average 
per diem costs that would result from an increase in appropriate fa- 
cilities for chronic care. These cost-reducing factors would have 
a more significant effect on the estimates relating to a 60-day bene- 
fit than those relating to a 30-day benefit. 

It could also be assumed that hospital costs will continue to rise 
more rapidly than general wage levels until say 1970, but with the 
difference in the two rates of increase becoming gradually less over 
the course of the decade. On this assumption, year-by-year costs for 
1970 and after might be about 15-20 percent higher and the level- 
premium costs about 12-15 percent higher than those shown in table 2. 

It would also be reasonable, however, to assume with respect to 
cost estimates for the very long term future, that average per diem 
costs would decline relatively, due to changes in institutional patterns 
and other factors. If the combined effect of such changes and of po- 
tentially lower utilization rates than those used are considered, it 
would be reasonable to have another set of cost estimates showing 
level premium costs 12-15 percent lower than those shown. 


Early year hospital benefit costs 


The estimated costs of hospital service benefits for persons who will 
be eligible for OASDI in 1960 are shown in table 1. With a hospital 
benefit of up to 60 days a year, hospital benefit costs in 1960 would 
probably be about $900 million, or a little over 0.4 percent of taxable 
payroll. With a 30-day limit the cost would be somewhat under $800 
million and somewhat less than 0.4 percent of taxable payroll. The 
major part of the cost would be incurred for aged beneficiaries. If 
the benefit covered 90 days of hospital care in a year, the cost in 1960 
would be about $990 million. 

Estimates for a year in the immediate future can reasonably be 
made using a single set of assumptions. The 1960 estimates are based 
on the low-cost assumption as to days of hospital care described above. 
They thus allow for an immediate substantial increase in hospital 
utilization by persons now without hospital insurance—although not 
as large an increase as is postulated in the high-cost estimates for 
future years when the program could have been in effect long enough 
for such further expansion to occur, The per diem costs used in the 
1960 estimate reflect the rising trend in hospital costs over the past 
decade projected to 1960. 
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TABLE 1.—Hstimated costs in 1960 of hospital service benefits for persons eligible 





for OASDI?* 
Benefit costs 
Benefit costs | as percent of 
(millions) taxable pay- 
roll 2 
Hospitalization up to— 
60 days in a year: ; 
ANG) (ene ee Rein ee Ae ns Skat A ooh a 2 $895. 4 0. 428 
BAU Chiao Mase eee ater Se yea Te BON oy Ne nh rs a ae Bh cry sian = ayer 826. 3 . 895 
Disabled! workers and theirdependents_22_....--4--4- =<. 254-- 222 33. 6 . 016 
Vio tWersrandichilldnennt se eee Se aes | le eer ee ee Ae 35.5 SON? 
30 days in a year: 
INO aN Lee NT Oe a Ne A ee a a ek ge eer ae em 771.3 . 368 
ANEXNOU BY See AS ths SA SP eel, Bra eee beers re UE Dian cae aesiy a Ske eae ge eines 713.1 . 340 
Disabled workers and their dependents___--.------------------------ 28. 4 - . 014 
Mothers amndyehildnenmis: 22.2 soled bo eee eats ieee eee eee 29.8 . 014 


1 Exclusive of administrative costs, see text. 

2 Taxable earnings limit of $4,800 per year. 

3 Includes women aged 62-64. 

4 Surviving children and their mothers and children of retired workers and their mothers. 


Long-range costs 


The estimated long-range future costs of hospital service benefits 
on low cost and high cost assumptions are shown in table 2. Costs 
as a percent of taxable payroll for selected years to the year 2050 and 
the calculated level-premium cost into perpetuity are indicated. Over 
90 percent of the total.cost represents benefits for the aged group of 
eligibles. It would appear that, at least through 1970, hospital bene- 
fits of up to 60 days in a year might involve costs equal to about 0.5 
percent of taxable payroll. Thereafter, assuming no change in medi- 
cal practices or the other factors underlying these estimates, costs 
would become somewhat larger. The decline in costs as a percent of 

taxable payroll around the year 2000 occurs also in the estimated cost 
of the present system. It results from the fact that the aged popu- 
lation then will consist primarily of surviving persons from among 
the relatively low number of births during the 1930’s while the labor 
force will reflect the high birth rates of ‘the 1940’s and later years. 
As a consequence, it is not until almost 2025 that the 60-day hospital 
benefit, on an intermediate cost basis, would involve expenditures of as 
much as 0.75 percent of taxable payroll on the assumptions used. 
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TABLE 2,—Hstimated long-range costs of hospital service benefits for persons 
eligible for OACDI, as a percent of taxable payroll (low cost and high cost 
assumptions for hospital cost factors, intermediate cost assumptions for all 
other factors) * 


Hospitalization up to Hospitalization up to 
60 days in & year 30 days in a year 


Calendar year 
Low cost | High cost | Low cost | High cost 
hospital hospital hospital hospital 


factors factors factors factors 
LOGS ACE oe ee Ses ee Pete cA OS Ye eas eee 0. 42 0. 53 0. 36 0. 48 
IBS) g Us Seam ot SP fn WADE oe MURR She a mata Ai Call sc aon ode . 46 . 58 3 47 
97 D228 Ses See A oat MEE PRE VERT OL 5 Serre ee it . 49 . 62 42 50 
LOS) 5 WOR sheer eee elena A Veg Rey Beh ae ee ae 583 . 67 45 54 
CO UU rail eek ce Dns il bnlach lee athe Abs Me gli ele ii SLs Ed . 59 . 74 50 60 
DOO Batis Sate a Orbe Ee R i hed. ld Re tet, te Repel . Sete 25 213 49 58 
DAU PAD eaetpeie eee Bef sk Ei 7) Ay Ss fapet May gars. Py oe alana aia al oa De fii ad . 68 . 87 59 70 
DOR See oes eee Sob ba nen eh oe eee eee ee 83 1.05 70 84 
evel-premilum:. Cost 2:3 saese aes sous ge nce ee oe ene 58 . 74 49 59 


1 Exclusive of administrative costs, see text. ‘Taxable earnings limit of $4,800 per year. See also table 
in appendix A. 

2 At 3 percent interest. . : : 

3 If the hospital low cost factors are combined with other low cost factors and the hospital high cost with 
other high cost factors, the resulting level-premium costs for the 60-day benefit are 0.50 and 0.86, 
respectively. 


These estimates assume a continuation of the present maximum 
taxable earnings limit of $4,800 a year, or its equivalent. If the 
taxable base were raised so that a larger portion of total payrolls were 
taxed, the costs as a percent of taxable payroll would, of course, be 
lower than those shown. With a taxable wage base of $6,000, for ex- 
ample, costs as a percent of taxable payroll would be about 6 percent 
below the percent of payroll figures in table 2. 

As pointed out above, changes in medical knowledge and practice 
could result in somewhat different experience in the long-term future. 
These long-term projections serve to indicate, however, the general 
magnitude of the cost burden that the system would be assuming on 
the basis of present knowledge and practices. 


Administrative costs 

The estimates in tables 1 and 2 relate to benefit costs only. The 
added cost of administration might amount to 5 percent of the benefit 
costs, with some variation depending on how the arrangements with, 
and payments to, hospitals were handled. No new costs would be 
involved in collection of the contributions, and relatively minor costs 
in identification of eligibles. The administrative costs of the agents 
for the medicare program amounted to less than 2 percent of the medi- 
cal service expenditures in the first year of operation (8). 


Cost estemates for acash indemnity hospital benefit 


In order to illustrate the possible cost of a cash indemnity hospital 
benefit, an estimate was made assuming an indemnity payment of $10 
a day for up to 30 days and for up to 60 days, plus the cost of hospital. 
“extras” up to $100 and up to $150 a year. Although hospital utiliza- 
tion would probably be somewhat lower with this more limited pro- 
tection, the estimates are based on the same utilization rates used in the 
estimates for the 1960 cost of a service benefit. It was assumed that 
with a 30-day benefit and $100 allowance for hospital “extras” the re- 
imbursement for the extra services might amount to $90 on the average 


HOSPITALIZATION INSURANCE | 83 


in respect to each hospitalized aged or disabled person and $80 in 
respect to mothers or children. For the 60-day benefit and $150 al- 

lowance, the corresponding amounts for hospital “extras” used were 

$135 for the aged and disabled, $100 for mothers and $80 for children 
9 


On these assumptions, the 1960 cost would be about $500 million for 
the 30-day—$100 cash indemnity benefit and about $640 million for 
the 60-day—$150 cash indemnity benefit. As a percent of taxable 
payroll, the costs would be 0.24 percent and 0.30 percent, respectively. 


NURSING HOME BENEFIT COSTS 


There is very little experience on which to base an estimate of the 
cost of a nursing home service benefit, whether such a benefit were 
limited to skilled nursing home care as a substitute for hospital care 
or applied broadly to nursing home care of all types. Furthermore 
the need for additional nursing home beds and the possible expansion 
that might occur if a method of paying for care were to become avail- 
able are so great that it is not possible to develop the same kind of 
credible long-range cost estimates as were given for the general hos- 
pital benefits. The general magnitude of the potential costs can, 
however, be suggested. 

Most nursing homes currently keep a minimum of records, and con- 
sequently no generally accepted accounting practices have yet de- 
veloped. A survey carried out jointly by the Public Health Service 
and the Commission on Chronic Illness in 18 States in 1953-54, pro- 
vides some information on nursing home charges. The median 
monthly charge for private paying patients was $175 in proprietary 
homes and, in 10 of these States, the median charge in voluntary non- 
profit and public homes was $116 (70). Larger homes and homes with 
more trained nurses had higher charges. A special study of the costs 
of “acceptable” care that was made in Florida in 1955 suggested a 
cost level of $156.50 a month for “care with adequate diet and nursing 
care in nursing homes for the average patient”; the cost level sug- 
gested for “care for an acutely ill person” was $176.39 a month (72). 

An estimate relating to a very limited skilled nursing home benefit 
might build upon the experience of the few Blue Cross plans having 
such a benefit. The available data suggest that a skilled nursing 
home benefit of say 90 or 120 days less any days in a hospital (up to 
30 or 60 days) might involve 8 or 9 days of such care per 100 aged 
eligiblesina year. Ifarate of 10 days per 100 aged beneficiaries were 
used for the aged (and 20 days for the disabled), together with a 
daily cost of $10 (or about $300 a month), the 1960 cost of this benefit 
would be about $14 million or 0.007 percent of payroll. Since this 
kind of nursing home benefit would substitute nursing home care 
for much more expensive days of hospital care, the net cost of such a 
benefit would be negligible at the outset, It would become larger as 
the number of beds in skilled nursing homes increases. Just how 
much larger might depend in considerable part on the extent to which 
it was possible in practice to keep the benefit within the intended 
limits of short-term convalescent care. There is some question whether 
any such limitation could be effectively enforced. 
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If, on the other hand, a nursing home benefit covering long-term care 
in all types of nursing homes is proposed, the costs would be of a very 
different order of magnitude. The BOASI beneficiary survey data 
cited in chapter IT provide a basis for rough estimates for the aged. 

For every 100 aged beneficiaries there were 276 days of care in nurs- 
ing homes during the year. This included homes of all types. <As- 
suming that all of the homes would qualify for payments from the 
OASDI system and therefore applying this rate to the 1960 eligible 
aged population, and allowing an average of $10 a day for the cost, 
the annual cost in 1960 would be about $363 million. 

If a nursing home benefit of this kind were available, some persons 
now in mental hospitals and chronic care facilities, and some now cared 
for at home, might well enter nursing homes. (And some existing 
mental and other hospitals might develop associated nursing home fa- 
cilities.) Any large shift would require an expansion in nursing 
home facilities and might therefore take some time. The shortage of 
nurses Imposes a major limitation on rapid expansion of skilled nurs- 
ing homes and of high quality homes of all types. 

For the near future an outside limit on utilization and costs might 
rest on the following assumptions. The aged beneficiary group spent 
448 days per 100 per year in all long-term facilities—mental, tuber- 
culosis, and chronic care hospitals and nursing homes. This rate is 
higher than could be reached in the near future for nursing home care 
only. If nevertheless this rate is assumed, the annual cost of a nursing 
home benefit for the 1960 eligible aged group would be $590 million 
assuming an average daily cost of $10 and $885 million if the daily cost 
were as high as $15. 

A very broad nursing home benefit might thus cost from about half 
as much as a general hospital benefit of 30 days in a year to as much 
as a 60-day general hospital benefit. It should be noted that a nurs- 
ing home benefit of this kind could well result in some decrease in the 
estimated cost of hospitalization benefits particularly if a 60 or 90 day 
benefit were contemplated. 

Another kind of offset against the nursing home benefit might also 
be considered. If the insurance system were to pay for long-con- 
tinuing institutional care, it would be reasonable to reduce the cash 
benefit payable to the individual receiving such care, leaving him with 
some minimal amount for personal needs not taken care of by the in- 
stitution. In the case of a married person the reduction should take 
into account the fact that a wife’s benefit is only half the worker’s 
benefit and that the couple’s normal living arrangements are built 
upon their combined benefits. Any reduction in the total cash bene- 
fits of a beneficiary couple, one of whom was receiving long-term in- 
stitutional care paid for by the insurance system might therefore be 
such as to leave not only the personal needs allowance but the full 
amount of the retired worker’s benefit for the spouse at home. If per- 
sons receiving nursing home benefits had their cash benefits reduced 
to $25 a month, for example, with the special adjustment suggested in 
the case of married couples, the cost offset might be in the neighbor- 
hood of $40 million against the lower figure ($363 million) cited above 
and $65 million against the higher figures ($590 and $885 million). 
A similar reduction would, of course, not be appropriate in the case 
of a short-term general hospital or nursing home benefit. 
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OTHER COST ESTIMATES 


In considering the cost estimates prepared by the Social Security 
Administration, it may be helpful to see how they compare with esti- 
mates from two other sources. One set, prepared by the Health In- 
surance Association of America and presented in testimony before the 
House Ways and Means Committee in 1958, relates specifically to the 
cost of a program for OASDI beneficiaries (72). 

The other estimates were prepared by the New York State Insura- 
ance Department (7/3) to provide insurance underwriters and health 
service plans in that State with a sound actuarial basis for writing 
health insurance policies, particularly policies covering persons aged 
65 and over. The Insurance Department also used the figures in esti- 
mating the potential cost of a broad extension of hospital (and sur- 
- gical) insurance to the entire population of the State. While the New 
York study did not, of course, include cost estimates relating to a 
program for OASDI beneficiaries, the utilization rates derived in that 
study are pertinent to a consideration of both the SSA and the HIAA 
cost estimates. 

In 1957, the New York State Insurance Department undertook a 
comprehensive study of the coverage and characteristics of voluntary 
health insurance in the State. Im the-course of this study, the de- 
partment obtained information with regard to hospital utilization, 
classified by age and sex, from a number of companies selling health 
and accident insurance, two Blue Cross plans and one Blue Shield 
plan, and the Health Insurance Plan of Greater New York. The in- 
surance companies submitted information for their total U.S. busi- 
ness. Only a few of these companies or plans, however, had usable 
experience data for the group aged 65 and over. The hospital data “in- 
clude care for all sickness and injury, including such long-term dis- 
abilities as tuberculosis and mental or nervous disorders whether in a 
general or special hospital.” (23). 

An actuarial committee was then set up by the New York State In- 
surance Department to develop utilization and cost estimates. In 
constructing its hospital utilization table, the actuarial committee 
studied not only the rather limited amount of experience data for the 
aged furnished the department as a result of its special inquiry, 
but also related published data. The appendix of the report issued 
by the department includes, for instance, tabular data from the Census- 
PHS 1956 survey; the AMA 1953 one-day hospital census; the Census- 
SSA 1951 survey; the California 1954-55 health survey; and the An- 
nual Report of the Saskatchewan Hospital Service Plan for 1956. Ex- 
perience data from most of these surveys are presented in chapter 
IT above. 

The hospital utilization tables that were prepared in the New York 
study thus represent the best judgment of a group of actuaries as to 
rates that are appropriate and safe for use by private insurance car- 
riers and health service plans. The rates are presented by single 
years of age from 18 to 99. When weighted to reflect the estimated 
1960 age-sex composition of the OASDI eligible aged population 
(women 62+, men 65+), the average overall rates are 2.3 days per 
person per year with a 31-day benefit and 3.38 days per person per 
year with a 120-day benefit. For eligibles aged 65 and over, the rates 
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are 2.4 and 3.4 days, respectively. These utilization rates are identical 
with the higher of the two rates developed by the SSA for the 30-day 
benefit and consistent with the SSA estimate for a 60-day benefit. 

In calculating the annual cost of hospital care for the New York 
population, the study used an average cost of $30 a day including the 
hospital charges for ancillary services as well as basic room rates. 
The same amount is used for all age groups. A reimbursable cost figure 
would take some account of the probably lower average daily costs for 
the aged resulting from their longer stays. In 1956, hospital daily 
room rates for semiprivate rooms in New York were about 25 percent 
higher than the average for the United States as a whole. After 
adjusting to take into account these various factors, application of 
New York study data to the OASDI beneficiary group would result in 
overall cost estimates of about the same magnitude as those prepared _ 
by the SSA and presented above. 

The HIAA estimates of last year, on the other hand, are significantly 
higher than the SSA estimates. The hospital utilization rates used 
by the HIAA were based on the estimates prepared by the actuarial 
committee of the New York State Insurance Department study, with 
very slight modifications for some ages, but with the utilization rates 
adjusted to apply to a 60-day benefit. When applied to the 1960 
OASDI eligibles, the aggregate rate derived from the basic utiliza- 
tion figures presented by the HIAA is 2.9 days per person per year for 
the total group (women 62+ and men 65+) and 3.0 days for eligibles 
aged 65 and over. These rates were, however, increased by 25 percent 
for the HIAA initial-year cost estimates and by an additional 36 per- 
cent for 1979 and thereafter, resulting in rates of 3.6 and 4.9 days 
for the initial and long-term estimates. 

The HIAA justifies this upward adjustment of the basic estimates 
on the ground that a Government-run program will result in a higher 
utilization rate than private insurance and cites particularly the ex- 
perience under the Saskatchewan Hospital Service program. Data 
for the Saskatchewan plan were presented in chapter IT, and a number 
of reasons were given for questioning the applicability of this exper- 
ience to a program providing general hospital benefits for up to 60 
days in a year for OASDI beneficaries. 

When cost estimates are based on the experience of a group includ- 
ing persons without health msurance, some upward adjustment in 
computed rates is appropriate to take account of the higher utilization 
found for persons having health insurance. It may be noted, however, 
that the 2.9 day rate on which the HIAA estimates are based is itself 
a derived, judgmental estimate of the utilization to be expected for 
a population all of whom have insurance under service benefit as well 
as cash indemnity benefit plans. 

In calculating annual costs, the HIAA used a figure of $27 as the 
per diem charge in 1959. This is not significantly different than the 
figures used by the SSA for 1960 ($27 a day for the aged and $29 a 
day for younger beneficiaries). The HIAA assumes that the cost of 
administration of a program for OASDI beneficiaries would be 10 
percent of benefit disbursements rather than the 5 percent used by 
the SSA as the additional administrative cost. 

Combining these various factors, the HIAA estimated that the cost 
of a 60-day hospital benefit for aged, and mother and child eligibles 
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in 1959 would be $1,370.83 million or 0.67 percent of taxable payrolls 
(table 3). The SSA estimate of the 1960 benefit cost for these two 
groups—$861.8 million—increased by 5 percent for the cost of admin- 
istration, 1s $904.9, or 0.43 percent of taxable payroll. 

For the long-term future, the HIAA estimates, as was pointed out 
above, assume a further 36 percent increase in utilization rates by 
1979. They also assume that, by 1979, daily hospital costs will rise 
about 20 percent more than any increase in general wage levels over 
the period. As indicated earlier, some further increase in hospital 
wages and other costs, relative to general wage and price levels, may 
occur in the next decade or two, although the catching-up process 
would appear to be largely past. It is possible also that new techniques 
or new drugs may push up real costs per day of care. Past experience 
would suggest, however, that if this occurs, there will be an accom- 
panying drop—not an increase—in average length of stay and hence - 
of days per capita. The HIAA long-term utilization rate, on the 
other hand, would imply either a very sharp increase in rates of 
admission to hospitals or a marked reversal of the trend toward 
shorter duration stays, or both. 

The 1979 utilization and cost figures developed by the HIAA when 
used in combination with the intermediate long-range cost estimates 
of the Division of the Actuary of the SSA, assuming a 2.6 percent 
interest rate and a $4,200 taxable wage limit (the applicable amount 
in 1958), resulted in an estimated level-premium cost for a 60-day 
hospital benefit for aged and young survivor eligible groups of 1.655 
percent of taxable payroll. If adjusted to the present $4,800 taxable 
payroll base and a 38-percent interest rate, the level-premium cost 
would be 1.50 percent of payroll. The comparable SSA estimate 
(for aged and mothers and children, intermediate hospital cost fac- 
tors, 5 percent administrative costs) is 0.66 percent of taxable payroll. 


TABLE 3.—Health Insurance Association of America estimates of costs of hospital 
benefits for OASDI eligibles (aged and mothers and children) 


Aged and Mothers 
HIAA. estimated costs mothers and Aged and 
children children 
1959 costs: 
FACT OUINR CHiae TNT OTS) ee ee tee ee eee ne eS $1, 370. 3 $1, 319.8 $50. 5 
Rencentot taxable payroll tee s2. 24 Jet st a . 67 - 65 . 02 
Level premium costs as percent of taxable payroll: 
Puptiskod estimate. 7.22 fee Be Joo Tee ae 1. 655 1. 620 035 
IACHEISTO MSCS TUM ALG? 2a a eee eS Joss Re AS a eee 1. 50 1.47 . 032 


1 Computed by SSA. 
2 Using a $4,200 taxable payrecll base and 2.6 percent interest. 
3 Using a $4,800 taxable base payroll and 3 percent interest, computed by SSA, see text. 


Source: HIAA estimates from Hearings on Social Security Legislation Before Committee on Ways and 
Means, 85th Cong., 2d sess., June 1958, pp. 612-630. 


The HIAA also presented estimates of the cost of a limited, skilled 
nursing home benefit. The estimates are given as relating to a benefit 
of 120 days of care a year less the days of care spent in a general 
hospital (up to 60) before transfer to a skilled nursing home. The 


’ The level-premium cost estimate presented by. the HIAA was developed, on its request, 
by the Division of the Actuary of the SSA, using hospital cost factors specified by the 
HIAA, The Actuary took no responsibility for the reasonableness of these factors. 
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method of estimate and the resulting figures, however, are those 
appropriate to a general nursing home benefit not tied to a hospital 
stay. 

The HIAA estimate of the 1959 cost of a nursing home benefit 
starts with the total number of skilled nursing home beds now in 
existence, computes the percent occupied by aged persons and the 
percent of aged persons who are OASDI eligibles and allows for 100 
percent occupancy of that proportion of beds by persons entitled to 
the nursing home benefit, or in other words persons who have not 
used up the 120 days of benefit. The HIAA points out that its esti- 
mate allows for only 114 percent of the aged eligibles to be occupying 
nursing home beds at any one time. This would be true, however, 
only if most beneficiaries stayed no more than 120 days. The HIAA 
estimate of the 1959 cost of a nursing home benefit was $513.9 million. 

For the future, the HIAA postulated that most unskilled nursing 
home beds would be converted to skilled beds and that new facilities 
would be developed. it was assumed, therefore, that the cost of a 
nursing home benefit would triple in 10 years. The HIAA points 
out that this projection implies that less than 5 percent of the aged 
OASDI beneficiaries will be in skilled nursing homes at any one time. 
If applied to a benefit of 120-day duration, this estimate means that 
at least 15 percent—and if many beneficiaries stay more than 120 days, 
a considerably larger percent—of all aged beneficiaries would be in a 
nursing home at some time during the year. 

Even if there were no limit on the duration of the nursing home 
benefit a fivefold increase in the proportion of beneficiaries in nursing 
homes would imply a significant decrease in hospital utilization by 
aged persons, a marked movement of aged persons out of their own 
homes and into institutions, or both. If the former were the major 
factor the HIAA estimate of the long-term cost of a nursing home 
benefit would appear inconsistent with the assumptions underlying 
its estimate of the long-term cost of a hospital benefit. 

The computed level-premium cost of a nursing home benefit as pre- 
sented by the HIAA was 1.16 percent of taxable payroll. This is 
lower than the lowest of the SSA estimates of the cost of a general 
nursing home benefit in 1960 expressed as a percent of taxable pay- 
roll (1.7 percent). The HIAA used a daily cost of $7, while the SSA 
assumed an average cost of $10 a day as the probable immediate rate 
and $15 for an outside estimate. The SSA estimate of the cost of a 
limited skilled nursing home benefit (payable only to persons dis- 
charged to the nursing home from a hospital) is very much lower 
(0.007 percent of taxable payroll in 1960). 
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CHAPTER VI 


METHODS OF PROVIDING HOSPITAL BENEFITS OTHER 
THAN THROUGH USE OF THE OASDI MECHANISM 


The alternative methods of assuring OASDI beneficiaries protec- 
tion against the costs of hospital and nursing home care that are ex- 
plored in this chapter are: (1) stimulation of voluntary health 
insurance through pooling, reinsurance, regulation, or checkoff of 
premiums for OASDI beneficiaries; (2) Federal subsidies to private 
carriers to cover above-average risks or to supplement premiums from 
persons of low income; and (3) Federal grants to the States for 
medical care for the indigent and medically indigent. Summaries of 
legislative proposals along these lines that have been introduced in 
earlier congressional sessions are included in appendix B. 

The alternatives considered in this chapter are based primarily on 
previous legislative proposals. There are, however, other possibili- 
ties for Federal action. However, time has not permitted any of them 
to be developed and evaluated in adequate detail for this report. For 
example, it would theoretically be possible to develop a program of 
hospitalization insurance for the aged along the lines of a Federal 
tax-offset for State insurance programs. There is, also, the possibility 
of developing a program that would be limited to coverage of the 
catastrophic costs of sickness among the aged, either under the 
OASDI mechanism or through Federal-State matching grants. 

The alternatives considered in this chapter would not apply specifi- 
cally to the beneficiary group except for the proposal of stimulation 
through a checkoff against benefits. In the other proposals, OASDI 
beneficiaries would receive protection, not as beneficiaries, but as 
members of the aged population, as persons with low incomes, or as 
part of the total population. 

An earlier chapter indicated that some persons now receive hos- 
pitalization and medical services without charge in publicly admin- 
istered hospitals and institutions. It has been assumed for purposes 
of this report that whatever expansion in public medical facilities and 
services may occur in the future, a system of public hospitals need 
not be seriously considered as the primary method of assuring hospital 
and nursing home care for OASDI beneficiaries. Hence, no attempt 
has been made to estimate the cost or to analyze the administrative 
implications of such a method. 


STIMULATION OF VOLUNTARY INSURANCE 


As noted earlier, the proportion of the population aged 65 and over 
reported as having some insurance against the costs of hospital care 
increased from 26 percent to 36 percent between March 1952 and 
September 1956 and by 1958 to about 40 percent. In terms of num- 
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bers of persons, about 3.5 million persons aged 65 and over had some 
form of hospital insurance in 1952 and 9.2 million did not. Today 
with a larger total aged population, there are probably somewhat. 
more than 6 million aged persons with hospital insurance and about 
9 million without. Unfortunately, there is no source of information 
on the number of permanently disabled persons who have hospital or 
other types of medical insurance, and information for young widows 
and their children is limited to those included in the beneficiary sur- 
vey (56 percent of these widows had health insurance). 

- The experimentation with new methods of covering the aged 
under voluntary insurance that has been described in chapter IV 
should result in further increases in hospital insurance coverage 
among persons already past 65. It is difficult to. predict how rapid 
an expansion is likely to occur with no Government action or with 
governmental encouragement short of subsidy. If the same average 
yearly increment in the proportion covered that occurred between 
1952 and 1957 were maintained, private hospital insurance would 
reach about 56 percent of the aged population in 1965 and 68 percent 
in 1970. If the increase in health insurance coverage of OASDI 
beneficiaries as reported in 1951 and 1957 were maintained, about 70 
percent of the beneficiary group would have such coverage in 1965. 

These projections take no account of the drop in the proportion 
of the total population covered by health insurance that occurred 
between 1957 and 1958 and that may have been paralleled in the 
experience of the aged. As the proportion of any population group 
that is covered rises, further increases become relatively more difficult 
to achieve, since more of the employed groups, those with higher 
incomes, and the favorable risks come in first. In the case of the 
beneficiaries, the increasing proportion of farmers and other self- 
employed persons—who would have had less opportunity to get cov- 
erage prior to retirement—will tend to slow down increases in 
coverage. 

Expanded protection would require an improvement in the bene- 
fits available as well as in the number of persons covered. All such 
changes involve problems of costs of the insurance and of how the 
premium structure can distribute the additional costs for the aged. 

- A number of proposals have been made in the past as to ways in 
which Government might encourage and stimulate such developments 
without direct subsidy. 


Pooling 


One method of encouraging and assisting experimentation with 
coverage of the aged would be to create a mechanism for two or more 
carriers to pool their accumulated experience, specialized personnel 
and other resources to experiment with improved methods of coverage. 
Existing antitrust laws constitute an obstacle to such joint action on 
the part of private carriers otherwise in competition with each other. 
Legislation has been proposed in the past to permit agreements among 
private carriers to take collective action under specified conditions. 
Such voluntary pools could facilitate the development and testing 
of new and broadened types of insurance for the aged. They would 
not, however, meet. the problem of the financial barriers to purchase 
of insurance by the aged. 
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Reimsurance 

A Federal program to reinsure health insurance carriers against 
abnormal losses has also been proposed as a method of strengthening 
and improving voluntary health insurance. Some of these proposals 
have been designed to emphasize experimentation with coverage for 
the aged. All proposals of this type have contemplated that the 
Government would make an initial advance to get such a fund under- 
way, that the cost of the reinsurance would be paid by the participat- 
ing carriers, and that the fund would ultimately be self-supporting. 
Participation would be entirely voluntary on the part of individual 
carriers. 

As in the case of pooling arrangements, reinsurance per se would 
not improve the ability of low income persons to purchase health 
msurance. Rather, it would help protect carriers against losses 
incurred through experimentation with new and improved types of 
coverage. 


Regulation f 

There has been considerable interest in a number of States in the 
possibility of bringing about improvements in voluntary health insur- 
ance through regulation of the form that policies may take (7). Re- 
quirements that policies be noncancelable, except for nonpayment of 
premiums, have been considered in a number of States, and similar 
requirements with respect to insurance sold interstate have been in- 
cluded in bills introduced in Congress. There has also been some 
interest in legislation requiring that insurance carriers accept im- 
paired risks and all persons regardless of age. None of the proposals 
deals with the problems of the effect of such requirements on the size 
of the premiums or on the marketability of the policies. 

Regulation of insurance has been established as a State function. 
In view of the problems of interstate competition and other difficul- 
ties, it seems unlikely that there will be very rapid action along these 
lines in many States. 


Voluntary checkoff of premiums 

Another type of proposal would have the Government operate a 
check-off system, similar to a payroll deduction, on a voluntary basis 
for persons receiving OASDI cash benefits. Beneficiaries could au- 
thorize the SSA to deduct from their monthly checks the amount of 
the premium for a private hospital insurance policy. A single policy 
might be developed that would be designed to meet the needs of the 
majority of beneficiaries, or there could be several different policies 
from among which beneficiaries could choose. In either case, since 
participation would be voluntary and the entire cost would be borne 
by the beneficiary group, there is no reason for thinking that the pre- 
miums could be much lower than those now charged by group plans 
covering the aged. 

To illustrate the difficulties that would face such a plan, it may be 
noted that one of the newest group policies available to aged persons 
provides benefits of $10 a day for up to 31 days of hospital care per 
ulness, 50 percent of hospital extras for a maximum payment of $125 
(50 percent of $250), and surgical care with a $200 maximum fee 
schedule, for an annual premium of $72. The benefits under the policy 
would on the average cover less than a fourth, probably less than a 
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fifth, of the total medical costs an aged person might expect to incur. 
The premium, however, would represent more than 7 percent of a 
$1,000 a year income, and the premium for a couple more than 7 per- 
cent of a $2,000 a year income. In 1957 almost half of the nonmarried 
beneficiaries had incomes of less than $1,000, and more than two-fifths 
of the couples had less than $2,000. 


Subsidy of premium payments 

A variant of the premium checkoff proposal would have the Govern- 
ment subsidize the cost of health insurance bought by OASDI bene- 
ficiaries through a matching payment for amounts deducted from the 
monthly benefit, thus reducing the premium charge carried directly by 
the beneficiary. If the purchase of insurance was voluntary, such 
matching payments would presumably come from general revenues. 
Unless the subsidy represented a substantial portion of the premium, 
it is probable that not many more beneficiaries would participate in 
the plan than in a voluntary checkoff without subsidy. 

A compulsory checkoff, which has also been suggested, would raise 
serious questions as to the adequacy of the reduced cash benefit and the 
justification for such a policy. A compulsory checkoff accompanied 
by an equivalent increase in benefit amounts—in other words, a 100 
percent subsidy of the premium charge—would hardly seem feasible 
unless a single type of policy were prescribed. If the benefit specifi- 
cations were legislatively determined, the plan would forego all the 
advantages of flexibility and individual choice that are among the 
major arguments for private insurance. The arrangement would 
become somewhat similar to one of the alternatives discussed in chap- 
ter V—purchase of hospital insurance from private Insurance com- 
panies by the OASDI trust fund—although with perhaps less public 
control over the costs of the program. 


Costs 

' The proposals relating to pooling, reinsurance, or regulation would 
involve no significant cost to the Government. A voluntary checkoff 
plan would involve relatively small but not insignificant administra- 
tive costs for the OASDI system. A subsidy of all or part of the pre- 
miums could involve costs ranging from relatively small amounts up 
to amounts equal to or more than those estimated for hospital benefits 
provided through the OASDI mechanism (1.e., upwards of $900 mil- 
lion in an early year). 


SUBSIDIES TO PrivaTE CARRIERS 


The difficulties of providing hospitalization and health insurance 
coverage for the aged stem primarily from the fact that they require 
above-average amounts of care and in general have below-average 
incomes. Any large expansion of protection for the aged thus seems 
unlikely without some way of covering the costs by spreading them 
over other segments of the population and throughout the lifetime of 
the individual. Voluntary insurance has succeeded in doing this to a 
limited extent through community-rated premiums and inclusion of 
the retired aged in employed groups. There is a question, however, 
of how far voluntary effort and private industry can go in developing 
the kind of distribution of costs that would be needed to assure ade- 
quate protection to all or the great majority of the aged. 
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One proposal that has been made in the past is that the Government 
should provide subsidies to private insurance carriers to absorb the 
excess cost of above-average risks and also to pay part of the premium 
for persons with low income. Under this arrangement, voluntary 
insurance would continue to offer policies with varying benefit and 
premium provisions, with a Government subsidy coming into play 
when the policy covered aged persons, disabled persons or other above- 
average risks and when it was bought by families with incomes below 
specified amounts. 

The major bills that have embodied this tye of plan have called for 
Federal grants to the States, with State administration and with the 
actual scope of the plan varying locally. Of the various proposals of 
this type, the Flanders-Ives bill was developed in the most detail and 
is used here for illustrative purposes. (See also appendix B.) 

Under this approach subscribers to nonprofit plans would pay 
charges scaled to their incomes, with Federal-State money making up 
the difference between these charges and the particular plan’s ‘“‘reason- 
able cost” of providing the services to its beneficiaries. In order to de- 
termine the actual percentage of income that the subscribers would pa 
for any specific policy, the legislative proposal set forth a cose 
stick.” ‘This yardstick was in the form of a rather complete package 
of personal health services for which the subscriber would pay 3 per- 
cent of his adjusted gross income up to $5,000. Beyond this income 
level, the subsidy did not apply. 

The yardstick pricing was recognized as pragmatic, with the par- 
ticular percentage chosen for the purpose of not being too high— 
“people would not subscribe”—or too low—the voluntary character 
of the program would be vitiated.” The benefits which a particular 
plan guaranteed to provide, through a contract between the plan and 
the regional health authority, were to be compared with this yard- 
stick in order to set the actual percentage of income that the sub- 
scriber would pay. The reasonable cost of this particular package 
was then to be determined on the basis of established cost norms in 
order to arrive at the amount of the public subsidy. 

In relation to the yardstick proposed by the bill, it was roughly es- 
timated that the proportion of the cost that would be met by Federal- 
State funds would be 25-35 percent of the total. This ratio does not 
serve, however, as a basis for estimating the proportion of subsidiza- 
tion that might be required under a proposal covering only the aged 
or limited to beneficiaries of OASDI, and relating only to hospitaliza- 
tion insurance. 

Whatever the benefit provisions contemplated under such an ap- 
proach, it would be necessary to establish some kind of cost-norm or 
basic premium structure that would apply to all participating plans. 
And even though the proposal for Federal or Federal-State subsidiza- 
tion were limited to high-risk or low-income groups, such norms 
would need to apply to all policies in order to assure that there would 
not be a loading of costs on subsidized policies. 

When such requirements are recognized and spelled out in detail, 
it becomes apparent that the degree of regulation of voluntary health 
insurance that would be involved would probably be unacceptable and 
that such a program would be complicated and costly to administer. 
Subsidy of private insurance without reasonable requirements as to 


HOSPITALIZATION INSURANCE 95 


benefit and cost norms, on the other hand, would open the door to in- 
equitable variations in the extent of the protection and the subsidy ac- 
tually provided to aged persons or other low-income groups and it 
would largely remove all public control on the expenditure of public 
funds. 


Costs 

The cost of a subsidy to private carriers can be estimated only very 
roughly and only in relation to specific proposals. Some idea of the 
general magnitudes involved may be suggested, however. Several 
illustrations were given in chapter IV of the types of hospital insur- 
ance benefit now sold to aged persons. Since one of the purposes of a 
subsidy is to avoid putting the excess costs for the aged on the premium 
paid by younger groups in the population one may assume that the 
subsidy would apply to experience-rated premiums. 

If it is assumed that the subsidy would apply only to the excess 
costs of the aged, the magnitude of the subsidy might be roughly 
estimated in the following way. The median premium rate for a 
single person under group contracts under Blue Cross plans providin 
reasonably adequate hospital service benefits was in the neighborho 
of $30 a year in 1958. This premium presumably reflects at least part 
of the additional costs of any above-average risks that are included. 

To cut this premium rate of $30 down to the amount it would be if 
the group did not include retired aged persons, it might be assumed 
that 5 percent of the members were retired persons over 65 and that 
they were using about two and one-half times the amount of care of 
the younger group. The premiums for those in the under-age-65 group 
would then be about $28 a year and that for those in the over 65 group 
about $70 a year. 

Since expansion of insurance coverage would probably bring in 
groups with higher utilization rates, the premium appropriate to the 
larger aged group might be somewhat higher than the figure based 
on the proportion of aged persons in present Blue Cross coverage. If 
one assumed a premium of $72 a year the amount to be covered by 
the subsidy for those aged who purchased insurance would be $44. 
Since the objective of the subsidy is to encourage the extension of 
private insurance to aged persons, any cost estimate should assume 
that a fairly high proportion of the aged would participate. If the 
proportion were as high as three-fourths of all persons 65 and over, 
the program might thus involve annual expenditures of about $520 
million in 1960 and more in the years to come when larger numbers 
are in this age group. If only half the population 65 and over par- 
ticipated, the subsidy would amount to about $350 million annually. 

If the subsidy did not also cover part of the regular premium many 
aged persons might not be able to buy the insurance. To effectively 
remove this cost barrier, it would be possible to follow the approach 
taken in the Flanders-Ives bills of determining a reasonable propor- 
tion of income that a person could pay for a standard package of 
hospital benefits, with the subsidy applying to costs above this pro- 
portion. 

To illustrate the possible costs of a subsidy to help aged persons with 
low incomes meet premium charges, it might be assumed that aged 
persons with annual incomes of less than $2,000 (other than those 
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who are primarily dependent on public assistance) could afford te 
pay 2 percent of their incomes for reasonably adequate hospital bene- 
fits. (On the average, low income families spend 6 to 7 percent of 
their incomes for all medical care. ) 

In 1957, about 80 percent of persons aged 65 and over reported total 
money income of less than $2,000. The 2 percent of income that the 
entire group might pay for hospital insurance could be estimated to 
amount to $20 per person per year. In relation to the hypothetical 
premium cost of $72 suggested above, this would mean a subsidy of 
$52 per aged person who obtained insurance. 

The subsidy in 1960 would amount to at least $520 million if such 
insurance were purchased by virtually all of the 10 million aged esti- 
mated to have incomes under $2,000 and not primarily dependent on 
old-age assistance. If three-fourths of those to whom the subsidy 
was available insured themselves, the total cost to the Government 
would be about $390 million. 

Other variations could be assumed—for example, the subsidization 
of costs above a specified percentage of income for persons with in- 
comes below $2,000 (or some lower amount) coupled with subsidiza- 
tion of only the “excess cost” for aged persons with higher incomes— 
and the range of possible costs to the Government would vary accord- 
ingly. 

If the program were handled on a Federal-State basis, with the 
States expected to pick up a substantial share of the subsidy, total 
Government costs could be expected to be less than indicated in these 
examples since the requirement of State financing would presumably 
be accompanied by some flexibility as to the level of the subsidy. 


FEDERAL ASSISTANCE TO THE MerpicALLy INDIGENT 


Tax revenues of Federal, State, and local governments are now used 
to pay all or part of the cost of hospital and other medical care for 
needy persons. (See ch. IV.) Such direct support might be in- 
creased, both through an expansion of the medical services provided 
under public assistance and through an extension of aid under a special 
program for the medically indigent with a somewhat more liberal test 
of need. <A special program for the medically indigent would pre- 
sumably operate through Federal matching grants to the States, and 
might be administered through either the State public welfare or 
health departments. 

Under the present public assistance programs, the Federal Govern- 
ment will match State and local expenditure for medical care for 
persons who are receiving help towards the payment of medical costs 
only. ‘The latter are persons whose income from other sources is 
sufficient to provide them with the food, shelter, and clothing included 
in the assistance standards, but who do not have money to meet neces- 
sary medical bills. 

There is a large and indeterminate number of persons with income 
and resources somewhat above the existing levels of assistance stand- 
ards who nevertheless have great difficulty in paying for medical care. 
To them a hospital stay or prolonged illness outside the hospital can 
mean the exhaustion of savings, heavy burdens on younger members 
of the family, and eventually the necessity of turning to public assist- 
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ance for the basic means of subsistence. Many of them have no real 
opportunity to purchase hospital or medical care insurance. For 
others, the premiums they would have to pay are beyond their means, 
particularly in view of the medical services that would not be covered 
by any insurance they can buy. 

Various definitions of the medically indigent are possible and the 
definition chosen would in turn govern the cost of a specific proposal. 
Legislative proposals for the medically indigent which were intro- 
duced in the period 1946-49 were geared to families with relatively 
low incomes. For example, the Taft proposal of 1949 was thought 
of as one which might reach 20 percent—or possibly 25 percent—of 
all families. The Taft proposals were based on the premise that a 
large part of the medical bill for the needy was already being met 
through such devices as care in county hospitals, as well as free care 
by private physicians. The $300 million annually which was to be 
spent in Federal funds (and matched in State funds) was not to re- 
place existing efforts, and the bill specifically provided that total con- 
tributions from the State and from local governments could not be 
less than their expenditures for medical services to the covered group 
prior to the initiation of the program. (See appendix B.) 

No major proposal for a Federal-State program for the medically 
indigent has been put forward since 1949. This may be due, at least 
in part, to the fact that the 1950 Amendments to the Social Security 
Act provided for Federal sharing in the direct payments made by 
States to doctors, hospitals, or other persons furnishing medical care 
to assistance recipients in the four federally aided categories. In the 
subsequent period, there have been significant advances in State pro- 
grams for medical care for public assistance recipients. 

If all States had assistance standards as adequate as those now used 
in some States, a part of the problem of the medically indigent would 
be met. Under present programs, however, this would require not 
only additional State and local funds for medical care but substan- 
tially increased funds for cash assistance—a result of more liberal 
eligibility standards that would include persons who do not meet the 
more stringent tests of need. For this reason, it is not realistic to 
think of meeting the medical needs of all medically indigent persons— 
or of aged persons—through the existing public assistance programs. 

A new program of assistance, specifically for medical expenses and 
with its own test of need, could take one of several alternative forms. 
A decision would have to be made as to whether the program would 
apply only to persons aged 65 and over or to medically indigent per- 
sons in all age groups. 

A second issue would relate to the types of medical services to be 
paid for. If the Government were to provide funds to pay for medi- 
eal services for individuals and families meeting some test of need, 
should this assistance extend only to the costs of hospital care? When 
a needs test is involved there are substantial reasons for covering all 
types of care. The test of need could well vary with the size of the 
medical costs involved. In other words, assistance could be extended 
to families of considerably higher income levels when large and con- 
tinuing medical needs existed than when the family’s medical costs 
were lower. 
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A basic question with regard to such a program would be whether 
there should be uniform nationwide standards as to the test of need 
and the medical services to be paid for. Even though the program 
were a Federal-State program, the offer of Federal financial assist- 
ance could relate to a specified list of services to be paid for and could 
specify the needs test to be used in determining eligibility for assist- 
ance. With Federal standards of this kind, the Federal aid might 
take the form of a grant sufficient to cover a high proportion of the 
cost of a minimum program, with the States required to provide the 
remainder and free to provide as much more as they wanted to achieve 
a more adequate program. 

Alternatively, the special medical assistance program could be de- 
veloped on the same principles as the existing Federal-State public 
assistance programs, with each State establishing its own test of need 
and determining the types of services for which it would pay. 

A program with uniform nationwide standards ‘as to coverage and 
need might specify also the standards to be met by hospitals and 
nursing homes and.the basis for payments to them (e.g., full cost). If 
standards of need were left to the individual States, it is probable that 
they would also be responsible for standards as to relationships with 
hospitals or other providers of service. 


Costs 

The possible costs of a program of public assistance specifically 
for medical expense cannot be gaged except in relation to the broadest 
of assumptions as to standards used in determining medical indigency. 
Of all people 65 and over, three-fifths had no money income or less 
than $1,000 in 1957 and another fifth had between $1,000 and $2,000. 

It is conceivable that three out of every four aged persons could prove 
need in relation to hospital costs (or at least those costs which exceeded 
any protection they might have through private health insurance). 
Thus, expenditures for hospital care for the aged under a program 
of medical assistance assuring uniform nationwide protection might 
be of the same order of magnitude as the costs of providing hospital 
insurance for aged OASDI beneficiaries—roughly $750 million in 
1960 for persons aged 65 and over. 

On the other hand, if a program of assistance for the medically 
indigent were developed on the same principles as the existing public 
assistance programs, with the definition of need left to the individual 
States, there would undoubtedly be considerable variation in stand- 
ards from State to State. The size of existing State old-age assistance 
loads reflects great variations in assistance standards as well as in 
the extent of need. 

There are few States which are now doing so nearly complete a job 
of providing medical care through old-age assistance that they might 
not have an equal number of aged persons who are medically indigent. 
In States that provide very little medical care through the old-age 
assistance program, much larger proportions of the aged could qualify 
as medically indigent under a program with a uniform definition of 
need. With the definition left to the States, however, it is doubtful 
that these gaps would be closed and much the same interstate variation 
might be expected to persist in a special assistance program. 
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For illustrative purposes, then, it might be assumed for the country 
as a whole that additional aged persons equal in number to those 
already receiving old-age assistance would have their hospital costs 
paid through a special assistance program. This would amount to 
some 21% million persons. They could be expected to represent a high 
cost group since they would include persons who were medically 
indigent by virtue of serious illness and heavy medical expenses. If 
it were assumed that they would receive on the average 3 days, or 
alternatively 4 days, of hospital care per person per year, and if 
daily payments to hospitals were the same as those assumed for 
1960 in the cost estimates in chapter V ($27 a day), total annual 
expenditures for hospital care would run in the neighborhood of $200 
million or $270 million with the higher utilization. 

These estimates are appropriate in relation to a benefit limited to 
60 days of hospitalization in a year. Under an assistance program, 
such a limitation on the number of benefit days is less justifiable than 
under an insurance program. On the other hand, it is probable that 
average daily payments to hospitals under a Federal-State assistance 
program would be lower than those used in these calculations. 

The costs of nursing homes care, if provided on a uniform national 
basis under a program for the medically indigent, would probably be 
of about the same magnitude as the costs suggested in chapter V for a 
broad nursing home benefit, although it is assumed that the lower 
of the two daily rates of payment to nursing homes used in that 
chapter is the one that would obtain under an assistance program. 
The range of annual costs for this kind of nursing home provision 
in 1960 might thus be in the neighborhood of $320 million to $520 
million for persons aged 65 or over. For a program with standards 
set by the individual States, the costs would again be less. 

All the costs cited above apply to a program of medical assistance 
for the aged only. If assistance were extended to other medically 
indigent persons or if all types of medical service and not only hos- 
pital and nursing home care were covered, the costs would be very 
much larger. 

The proposals considered in this chapter thus run the gamut from 
almost no cost to the Federal Government to costs of many millions 
of dollars. The provisions suggested likewise range from those that 
would assist small or large segments of the aged with all or only a 
part of their medical costs. The great variation in the potential 1m- 
pact of these proposals illustrates the complexity of the problem with 
which this study has attempted to deal. 


SOURCES 


(1) Examples are the following bills introduced in the Senate of the State 
of New York in 1957 and 1958: 

On January 22, 1957, S. Int. 551—No. 552 (re insuring preexisting conditions) ; 
S. Int. 624—Nos. 640, 2116 (re noncancelability) ; and S. Int. 623—No. 639 (re 
provision for conversion from group to nongroup insurance) were introduced. 

On March 5, 1958, S. Int. 83648—Nos. 4161, 4383; S. Int. 3649—Nos. 4162, 4884 
and S. Int. 3650—Nos. 4633, 4385 relating to conversion and cancellation were 
introduced. S. Int. 3647—Nos. 4160, 4882 of March 5, 1958, provided for clear 
printing on insurance contracts of the provisions relating to age limits, policy 
cancellation and renewal dates, grace periods and the like. 

(2) U.S. Senate, 81st Congress, 1st session, ‘Hearings Before a Subcommittee 
of the Committee on Labor and Public Welfare on S. 1106, S. 1456, S. 1581, and 
S. 1679,” part I, pages 165-166. 
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Fistimated number of persons eligible for monthly benefits under the OASDI 
program, Jan. 1, 1960 





[In thousands] 
Type of beneficiary and age Women 
PWN ONS eas eae Sa ae eS ee ee et ee 7, 269 
Personsaged Gbsyears and OVere. =. eos oan econ ues 5, 701 
CORO O WVeCarSee co Sore anaes LON eRe eae 2, 468 
WOKUONIALY COLGE =. =o eee an ees aie en ee ee at 1, 831 
PORVICAUS FANGS OM CD store a nie Se ars ee ens ee 1, 402 
ROTSOMSEOZRCOGOL ViCAESs oss one eee eae en a ae ee 1, 568 
Disabled workers:aged 50 to 64 years. 2.2. eck ee saeeee| CO ABO Sa ocec eee lee Jed Ba pe 
Mouneisunvivorsvan dude pond CnitGe oscar aes Sree eee eee) = on G2 baleen ad eee | oe ee 
Mothers: 
Widows and young wives of retired -workers=. 5-22-25" 640 eles eee 
IWWivesiOndisablediworkers=s sats 2. vert GATE wt > SBR Eek Sas 5. See else Se 
Children: ! 
Surviving children and children of retired workers__..| —S- 11, 775 |_-------------]_------------- 
@hildrentor disabled sworkerssc-2c2-- =e ee ee ee AD br ae |e re ee 











1 Includes dependent disabled children aged 18 and over whose disability began before age 18. 


Hospital utilization rates: Average days of general hospital care per person per 
year, used in developing cost estimates for hospitalization benefits for OASDI 
beneficiaries 


Hospitalization up to 60 Hospitalization up to 30 
days in a year days in a year 


OASDI beneficiary type 
Low cost High cost Low cost High cost 


hospital hospital hospital hospital 
factors factors factors factors 
PASTA TC mines eee ee ae OR een ed Caen we Lee ee ae 2.8 2.0 2eo 
PAO OCROO all (VO VWCT a a) seen ae eee a eee 2.4 3.0 elt 2.4 
Male: 
BorbOrGO see as tans a ytd ott eee ree. 1.9 2.6 1.6 2m 
OEE Ol Ace ee A Ro mE FS on oe 2.1) Daa: Peal 2.2 
Oa c NOW Cleese ete Ste eer Nae AEC ec oe 3. 4 4.6 PAS} 3. 4 
Female: 
GDR ONO 4 a tee ae eG WE Phe SRR 88 TA 1.5 iG be heat 
GOTO LOOR eee ae een tee Sn ERS Se = 1.8 2.0 1.6 ed 
RU WIA tee ee eg a eee een 94,10) 3a) 2.3 2.5 
TSENG S OIVC leet eats oan oY oe ences S 3.3 4,1 ih Shall 
ONT GUE Ines ae ee eee Bae Si 2 Ee oe .4 Airs) 58 ae 
INTO GHeNnSa Gy OU WwiAd OWis) =) eee oe eee ae .8 ee) si .9 
DES le lie aeroeimn eae wen a sere 2) ese PAD 2.8 PB 2.4 





1 Calculated from the age-sex specific utilization rates weighted by the estimated number eligible for 
OASDI as of January 1960. The long-range cost estimates use the age-sex specific rates applied to the esti- 
mated population in the specified years. 
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SOE of estimated 1960 costs of alternative programs* (excluswe of costs 
of administration) 





- Costs 
Number of 
Type of program persons pro- 
tected (in Millions of Percent of 
millions) dollars taxable 
payroll 


OASDI program: 
Hospital service benefits, 60 days: 








AIL OAS DE beneficiary groupses- 2) eee eee a8 16.2 895. 4 0. 427 
Aged eligible persons (women 62-++, men 65-++) 2_______- 1352 826.3 . 395 
Limited skilled nursing home benefit (aged and disabled) - 13.6 14.0 . 007 
General nursing home benefit (aged and disabled) -__---_- 13.6 363-885 2-4 


Subsidy to private carriers: 
Part of premium to offset excess hospital costs of aged: 


If three-fourths of all aged 65 or over participate__-__--- 11.8 520) | Se 
If one-half of all aged 65 or over participate_________._- 7.8 300 See ee ee 
Part of premium for low income aged not on public assist- 
ance: 
All with incomes of less than $2,000___.______--______-- 10. 0 BQO, is eases eee 
Three-fourths of those with incomes of less than $2,000_ ext, 300 neater eae 
Federal assistance to medically indigent: 
Hospital care for persons aged 65 and over: 
Winifornme Redéeralestamd arc Seer eee ae emer 11.6 OQ) Se oe 
Federal-State program, State standards__________--_-_- 2.5 200-2703 2225-22 
Nursing home care for persons aged 65 and over: Uniform 
MOCeral Stand ard Soe sew eee eens ene one ee opener ee 11.6 320-520 tases eee 


1 For basis of estimates see ch. V and VI. 
2 For comparison with programs relating only to persons aged 65 and over, the OASDI eligibles aged 65 
and over number 11.6 million and hospital benefit costs for this group would be $762.8 million. 


Estimated long-range costs of hospital service benefits for persons eligible for 
OASDI, as a percent of taxable payroll (low cost and high cost assumptions 
for hospital cost factors, intermediate cost assumptions for all other factors) 
for benefits up to 60 days in a year, by beneficiary type, selected years 1965—- 
2050 * 


Hospitalization up to 60 days in a year 


Year 

All bene- Mothers Disabled 

ficiary Aged 2 and workers 

types children 3 | and their 
dependents 

Low cost hospital factors 
LOG Sue Pee ses eC. eye Be Pe SR ee ee et Ea ee ee 0. 42 0. 38 0. 01 0. 02 
OA ef Oe Meat OA Mer cag ge Sieh ENE Aa el eee e a A s . 46 . 42 01 03 
110] D cere eee eee ee ee a nt Oh eee ek eae wenn eee . 49 . 45 01 03 
LS SO eee eee rc teat Sea eeet ne erie ere ae ate ee eee . 53 49 01 03 
‘1090 eeeweeere Seen ent OS a ee ee ee See St . 59 55 01 03 
2000 see See See ea Pee eee eee eee ee Ou . 54 Ol 03 
VAN AD eric Ds Ii eg tens AER ON Ne GS Ras cate GS, IM te el Ley Ae 68 Os 01 03 
DANS Diecast Balad stb Sais eb tan take Eek ties de SIS at Dipl ies 2 el A a 83 . 78 01 03 
HUG Viel PLCTHMUM COS beens sae eee ae eee eee roe 58 . 54 01 03 
High cost hospital factors 

19G5 Soe rae Eee re oo ee Ret eee er Se Se 0. 53 0. 48 0. 02 0. 03 
TO (0 ee Se Se ar Te sere ee, Dans See yee Oreos ee Bee ae ee ete 58 Soo 02 03 
SRS fds) ya eee Ri OR ee Uren Ses ea 9 ois SE ALTE) ares eats ee 62 57 02 03 
LOMO ete es Rea s ee Pee eRe Re eee ere ce ee een nome es ee 67 . 62 02 03 
GO () ee eet le oak en Ce eee an Ee a oea erie . 74 . 70 01 03 
2 (0 () meee een eae tee Se LER re eer eee ee UU meade aN Je . 69 01 03 
2) 2) ee ee ene eta Ecler een . 87 shes: 01 04 
PLOTS Oe Faecal che taht hail aad ep RM Se fae Rimage ee Ree ng RD, sper yeild 1. 05 1.01 . 01 . 04 
POVEL PRCT MAC OST he eae ee ee te ey a re a . 69 . 01 . 03 


1 Excludes administrative costs. ‘Taxable earnings limit of $4,800 a year. Tor assumptions as to hospital 
cost factors see ch. v. 

2 Includes women aged 62-64. 

3 Survivor children and their mothers and children of retired workers and their mothers under age 62, 
including disabled children aged 18 and over whose disability began before age 18. 

4 At 3 percent interest. 
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Estimated long-range costs of hospital service benefits for persons eligible for 
OASDI, as a percent of taxable payroll (low cost and high cost assumptions 
for hospital cost factors, intermediate cost assumptions for all other factors) 
for benefits up to 30 days in a year, by beneficiary type, selected years 1965— 
2050 7 





Hospitalization up to 30 days in a year 





Year All bene- Disabled 
ficiary Aged 2 Mothers and workers 
types children 3 and their 

dependents 


Low cost hospital factors 


LICE Spee xasite SEN Sel see Re Selnge aa Pm Pe 0. 36 0. 33 0. 01 0. 02 
1 ACN is 252 taken a ais eahg eh oat eye Ae Rearemae neat Bees Se . 39 . 35 01 02 
OOo eset ie oe eid aas egy. 2 gee dase 42 . 38 01 03 
fORQterees eons oe Peet Rete e eee Dees 45 42 01 03 
Ue Rae ed REO E SE eS Seer as OT Ry CMe oe Sy nee 2 . 50 47 01 02 
PA) s Sept, See RE eh eg es RAN GS OE ORO TESA Seg .49 . 46 01 02 
DU 20am ree Seene Sk: PASS AA DARE ARIE Ae aL NS . 59 « 55 O01 . 03 
OOOO ees Pies dele fern ees ees cage Ean . 70 . 67 01 . 03 
evel prenvium Cost4s2—-- 22 ee ee 49 46 01 02 


NOG 554s sb Ses PI ME ek set A ce ee rt. 0. 43 0. 39 0. 02 0. 02 
LOO Re SSL On Pata Cae tes eee ee ane eee 47 . 43 01 3 
NO fis eI 5 he ER rae ee ee ee Ce a, Ee 50 . 46 01 03 
Se eee ee es a8 Rokps SPOS ina elee ya eae alr ey eae . 54 . 50 01 03 
1G 0 eeeeeeyaes mee re eae ee een Ne Seen . 60 . 56 01 03 
PeVI2 3 ae * Fes Ses Se See Eee e oa passa. ner gem ee . 58 ~ 00 01 038 
PA) Ais ae Dis p< Sage eee 5 ca pO AUS We ps ee ee gL Cuno . 70 . 66 . O01 . 03 
PSUS Sen OAD Be) ee CE de Pa oe OP DR ERI Ree Sag £555 . 84 . 80 SOU . 03 
Levelgpremiumicost 42022522 _ $s. 59 55 01 | 03 


1 Excludes administrative costs. & Taxable earnings limit of $4,800 a year. For assumptions as to hospital 
cost factors see ch. v. 
2 Includes women aged 62-64. 
3 Survivor children and their mothers and children of retired workers and their mothers under age 62, 
including disabled children aged 18 and over whose disability began before age 18. 
’ 4 At 3 percent interest. 


DERIVATION OF HospiTaL Cost Factors FoR LONG-RANGE Cost ESTIMATES 


The hospital utilization rates used and the method by which they were derived 
were described in chapter V. The per diem hospital cost figures used in the 
long-range cost estimates were $24 for the aged and disabled and $26 for younger 
eligibles. These figures are 14 percent above the estimated 1956 hospital per 
diem cost figures described in chapter V. 

The actuarial cost estimates for the OASDI system are calculated on the 
assumption that earnings leveis will remain stable into the future. The yearly 
costs expressed as a percent of taxable payroll that result from use of this hypo- 
thetical basis are identical with those that would result if benefit levels (and 
all elements entering into the determination of cash benefits, including the tax- 
able earnings limit) were increased proportionately with any increase in earnings 
levels. In relation to the cost of hospital service benefits, this method of calcuia- 
tion allows for future increases in hospital costs equal to any increase in the 
general earnings level. The earnings level used in the most recent actuarial 
cost estimates is based on 1956 earnings. The assumed 14 percent increase 
above the 1956 level in the hospital per diem costs used in the long-range cost 
estimates represents the difference between the projected increase in hospital 
per diem costs and the projected increase in general earnings levels between 
1956 and the early 1960’s. 
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APPENDIX B 
Masor LecisuAttIveE PROPOSALS IN HARLIER CONGRESSES 


Over the years, many and varied proposals have been made for Fed- 
eral legislation to provide health insurance, to stimulate the spread 
of voluntary health insurance, and to support State medical-care pro- 
erams. This appendix summarizes the major proposals made in bills 
introduced in U.S. Congresses beginning with the late 1930’s that are 
relevant to this study. 

The summary is not limited to proposals specifically designed to 
provide insurance against the cost of hospitalization, or hospital and 
nursing home care, for the beneficiaries of old-age, survivors, and dis- 
ability insurance. It is limited, however, to approaches that could 
be used for this purpose. It omits, therefore, proposals in which the 
primary basis for selecting the population group to be protected is 
not only unrelated to age but is one not likely to encompass many aged 
people. Thus excluded are such proposals as exemptions or credits on 
Federal income taxes for amounts paid as health insurance premiums, 
or special programs for farm families and agricultural migrants, and 
for temporarily unemployed persons. Also omitted, even though they 
may affect substantial numbers of aged persons, are proposals limited 
to public-assistance recipients. 

Some proposals express their coverage in terms of “low-income 
families” or “medically indigent persons” wherever found in the total 
population. Most aged persons and other beneficiaries of the old-age, 
survivors, and disability insurance program could come within their 
scope, especially if broadly defined. ‘These proposals are therefore 
included, along with proposals that are either specifically designed for 
all aged persons or for beneficiaries, or that have such comprehensive 
coverage that these groups are included. 

This summary of proposals indicates those on which hearings 
have been held. 


A. REINSURANCE, POOLING, AND REGULATION 


These proposals are designed to encourage the growth of voluntary 
health insurance without requiring any permanent form of Federal 
subsidy or tax. They therefore hold Federal subsidization to a mini- 
mum, involving only direct Federal expenditures for costs of admin- 
istration and for sums needed to launch the proposed reinsurance 
corporation. ‘They are intended to encourage expansion of the avail- 
ability of voluntary insurance coverage (1) through legislation waiv- 
ing the antitrust laws so as to permit insurance carriers to pool their 
resources in developing policies and methods for extending insurance 
to substandard health risks, (2) through Federal participation in 
the reinsurance, and (38) through Federal regulation of interstate 
insurance. 


1. Reinsurance and pooling 


Existing antitrust laws constitute a barrier to collective efforts of 
groups of private insurance carriers who might wish to pool their 
experience and technical know-how and their financial resources in 
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the development of new policies to cover unusual risks. Amendment 
of the antitrust laws has been suggested by the Secretary of Health, 
Education, and Welfare. 

A bill whose purpose was “to encourage the extension and improve- 
ment of voluntary health prepayment plans or policies” was intro- 
duced in the 2d session of the 84th Congress. It authorizes the 
Secretary of Health, Education, and Welfare, after consultation with 
the Federal Trade Commission and approval by the Attorney General, 
to approve voluntary agreements between certain private insurance 
organizations to make available new or improved types of insurance 
coverage.’ 

While the population groups affected were not spelled out, pro- 
ponents of the proposal believed carriers might be more willing to 
experiment with coverage of substandard risks such as the aged or 
those with disabling conditions if they were able to take collective 
action to develop such policies. Experiments in coverage of rural 
and low income families might also be undertaken. 

Improvements in benefits could be tried, such as the sale of more 
noncancellable policies, extension of existing benefits, major medical 
expense policies, and the like. 3 

No Federal funds were involved in this proposal. The msurance 
carriers would fix their own premiums. 

The following congressional bills embodied this proposal : 


Year Congress Session Bill No. Sponsors 
Gamer ee ete Se ae ee Bye SAthie ee DY Les aa ae Bool 8 eo PJ eS irae he en Priest. 
NOS Gi eee oak tose weet cescas S4these nse O16 ee aes Re 1140S eons Thompson. 
AG Geass sah eran Sh SA tees 20 ee eee SRA 2a poten eee Hill and Smith. 
G8 a5 a er eC Sonne SG eee eee ES Re ASOe one oe ee Thompson. 
TOYS ea apn il ab aha cy Soi Shite eee. | NS Peay Das | SOU) titan get ee tec Hill and Smith. 
NOG eae eee aS Sere Sh thee ees 2 USte eee es EUS G50G see 2 oe ele Harris. 
TONS a SE a i re gene Shtheessss= USte eae soe EAR << COUT. ecu eecss Wolverton. 


2. Federal Reinsurance CO orporation 


These proposals contemplate the formation of a federally operated 
reinsurance fund to which the Federal Government would make an 
initial contribution and to which insurance carriers would contribute 
asmall percentage of their premium income. The fund would provide 
partial indemnification to the companies for extraordinary losses ex- 
perienced under those health insurance contracts which were reinsured. 
_ As first roughly outlined in a proposal made by Mr. Harold Stassen 
in 1950 the reinsurance fund would have repaid insurance carriers for 
a portion of any hospitalization claims exceeding a maximum such 
as $1,000 and for medical-surgical bills above a certain maximum. 
Bills actually introduced in Congress have taken three forms. 

(a) The 1950 Wolverton reinsurance proposal.—Congressman Wol- 
verton’s proposal embodied the Stassen suggestions with some addi- 
tional features. It contemplated a Federal Health Reinsurance Cor- 
poration. Nonprofit organizations could reinsure their health service 
contracts with this corporation for a premium if these contracts met 


1 Also the 1957 proposal applied only to nonprofit plans and to the smaller commercial 
companies (defined as companies paying out less than 1 percent of all health insurance 
benefits or having less than 0.5 percent of the assets of all health insurance companies 
and plans in the United States). 
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some specific criteria as to population groups covered and benefits of- 
fered. Separate funds to remsure hospitalization and medical care 
were to be established. The reinsurance could be invoked and the cor- 

oration become liable for 6624 percent of each claim in excess of 
$1,000 for any 12-month period for any one individual. 

Subscription charges for the contracts were to be related to sub- 
scribers’ incomes, to encourage participation of low income families. 

The benefits contemplated were as follows: Six months of hospital 
care per year with the subcriber himself to pay 5 percent or $1 a day 
whichever was less as coinsurance; 95 percent of physicians’ charges 
in hospitalized cases; 12 visits with a doctor in his office or at home 
with the subscriber paying out-of-pocket 25 percent. The scale of 
charges to be paid by the insurer was to be fixed; the doctors were 
to agree not to make an additional charge of more than the 25 percent 
the subscriber was to pay directly. The plan did not cover the first 
visit to the doctor. 

The sources of financing the reinsurance corporation proposed were 
$50 million from Federal general revenues divided equally into the 
hospital and the medical care funds, and 2 percent of gross premiums 
received for health service contracts. 

The following bills embodied this proposal : 





Year Congress Session Bill No. Sponsors 
1950 SS aee ees cee nee rn eee UR. sees Dd Ree HES RS (40 Soe eee ese Wolverton. 
LOS 4a ee era Soa eae ee rete | Sc) CL Sees 203-0 eS GSU Sei? 3: me sh ee Sem Do. 
[OSs ae or S eres ee Ss 84¢h-22- =. LSte cheats FR 40022222 gtegie ce Do. 
JOSS RES Ae oe SERA Raker ss S4thlseaes ASUR Soe 2 a seer 40 I. REG aes Se Do. 


-(b) The 1954 administration proposal.—The administration’s pro- 
posal for reinsurance departed from the earlier concept of repaying 
insurance carriers a portion of an individual’s large claims and dealt 
with a carrier’s average losses which resulted when the plan paid out 
more than it received in premiums. Both nonprofit and commercial 
imsurance companies could participate. 

Encouragement of underwriting major medical expense was antici- 
pated as well as broadening of basic benefits, noncancelable insurance, 
etc. The 1954 proposal would have established a reinsurance fund 
which would pay 75 percent of a plan’s losses on reinsured contracts 
that exceeded the premium income of the contracts less 87.5 percent 
of the administrative expenses predetermined for the contract. The 
Federal Government would lend the fund $25 million which would 
eventually be refunded from reinsurance premiums. Premiums of 
unspecified size (but 2 percent of reinsured premium income was dis- 
cussed) would be paid by the carriers to the fund. 

The 1954 administration proposal was introduced in the following 
bills: 


Year Congress Session Bill No. Sponsors 
1064226 sabes hee Se SS ee Sidaaraete 202s eee - 16 Ds como e ae eee a Wolverton. 
1064s. 9.45 ee ee wion eee Joho Soda esos 20 2 Nae. Socligie2se. Ives, Flanders, Purtell, 


Cooper, Upton, 

Ferguson, Bush, 

and Saltonstall. 
LOD bees ee serene ee ee ete aera SAU eeeeeee TS tee ee HR 20O0 Leet eee Wolverton. 


ne 
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There were hearings on H.R. 8356 in March, April, and May 1954 
and on S. 8114 in April 1954. The House Committee on Interstate 
and Foreign Commerce reported out H.R. 8356, but it failed to carry 
and was referred back to the committee, which took no further action. 

(c) The 1955 administration proposal.—A revised version of the re- 
insurance proposal of the 88d Congress was included as title I of an 
omnibus health bill introduced in 1955. The reinsurance fund was 
divided into four parts and each separate fund was to receive an 
initial $25 million in Federal money to launch it. ‘The four funds 
dealt with: (1) plans for low and average income families, (2) major 
medical expense contracts, (8) plans specifically designed for rural 
areas, and (4) certain other plans. 

Other features, including the terms of the reinsurance premiums 
and the claims formula, were the same as in the earlier administration 
proposal. 

A type of contract providing a wide range of benefits but with 

coinsurance features was included for low income families. 
_ Under the 1955 proposal, the Federal Government would contrib- 
ute up to $100 million which would eventually be paid back. Partici- 
pating insurance companies were to pay the fund an unspecified per- 
centage of their premium income as reinsurance premiums. 

The following bills embodied the proposal: 


Year Congress Session Bill No. Title or part Sponsor 
OSD ER eee on tee? SAthees ees liste. Sse A Rii3468_22) Pitle I. 222. Priest. 
195 Settee Sa ce SAG Soe 2h ae eee EAR 3720-225. ee dossee Wolverton. 
MOD Gere. ee S4thso2 2 Stee emer ea SHS865s. e02c joes doe = Smith and others. 
Si see tee est SHG po es 1st sas SPI 750i ete ae eee ee re Hill and Smith. 
SON 57. eae eee Sotho ee [Stoel ae ES GOOG ee ee ee ee Harris. 
1 YS (ae ee tee Sot: sees Ist S25 ics HR G50 tesa bes ees oe Wolverton. 


3. Federal regulation 

In 1956 and 1957 three bills were introduced in the House of Rep- 
resentatives whose purpose was to encourage improvements in avail- 
able voluntary health insurance policies, and thus indirectly to pro- 
mote the spread of such protection. ‘The method proposed was to 
prohibit the issuance of health insurance policies which could be can- 
celed after a stated period for any reason other than nonpayment of 
premiums. The prohibition would apply to insurers engaged in inter- 
state business. 

Though applicable both to group and individual policies, the pro- 
hibition would be most meaningful in relation to individually pur- 
chased policies. Such policies are frequently the only ones older 
persons, rural residents, widows and the self-employed can purchase. 

(Bills of similar intent have been introduced into several State 
legislatures, notably New York and Oklahoma.) 

Bills introduced in sessions of the U.S. Congress were as follows: 


Year Congress Session Bill No. Sponsors 
OSG eee rs See Saieee eS Pe 3 SAtiia te eel OG ae Lee IRS OG eas ees Kore Christopher, 
HE (ee aie ee ese Ft AYE baat ee Si plato ser Sia eee ap nla Giga ese eerie Do. 
NOGIAS Ce ieee Bee TER a Sees oe Shia eee. ASCSLESS 2 OA ER COA Soe 2 ede 2 Rhodes. 


OE ES SORE iy 85th...____ i awe TR W087i eee Christopher. 
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B. FEDERAL SUBSIDIES TO PRIVATE CARRIERS 


In recognition of the problem to low-income groups, including the 
aged, of financing their own voluntary health insurance premiums, 
there have been a variety of proposals whose aim is-to provide a form 
of Federal subsidy for either part of their premiums or the excessive 
cost of the care they will require, or both. ; 

The purpose of these proposals is to make possible the inclusion 
under voluntary health insurance of groups inadequately represented 
in the existing enrollment without excessive financial burdens on those 
with low incomes and without either a differential premium on high 
cost risks or higher premium rates for the entire enrollment. 


1. Flanders-Ives proposal 

This proposal, incorporated in a series of bills introduced during 
the period 1949-55, would have built on existing nonprofit plans sub- 
sidizing them from Federal funds indirectly through State plans. 

Among its more important features were (1) scaling of premiums 
to income; (2) encouragement of expansion of coverage and improve- 
ment in the scope of benefits by subsidizing premiums of low-income 
families and losses incurred from above average risks; (8) recogni- 
tion of the fact that existing prepayment plans vary widely in the 
scope of the benefits they provide—the program was designed to be 
adaptable to the existing level of voluntary health insurance benefits ; 
(4) costs reflecting local scales of payment to hospitals and providers 
of services; (5) State operation and control of the program; (6) 
development of health service areas. 

The bill did not attempt to secure uniformity of prepaid protec- 
tion throughout the Nation, or even within a given State, leaving the 
scope ae benefits to be determined locally in relation to those locally 
available. : 

Any resident of a State having an approved State plan would be 
eligible for participation. Eligible persons could request payroll 
deductions for premiums. Premiums could be paid on behalf of 

welfare clients. 

' The bill spelled out a rather complete list of personal health services 
which might be provided including hospital room and board, services 
of physicians, dentists, nurses, and other auxiliary personnel, and 
related drugs, appliances, and ambulance service. 

The regional health authority was to determine for its locality which 
of the benefits spelled out above might be included in contracts with 
prepayment plans.in their local area. The regional health authority 
and each local prepayment plan would then enter into a contract 
for specific benefits selected from among these. The premiums estab- 
lished under these contracts were to be determined by the relationship 
of the benefits afforded to a so-called cost norm, priced to provide 
fairly complete coverage of physicians’ services and 30 days of hospital 
care per person per year. 

Financing the costs of the benefits agreed on would involve funds 
from three sources—subscriber premiums which would be related to 
family income as well as benefits insured; State and local subsidies to 
bring actual premium income up to an “allowed cost’; and Federal 
grants to the States, varying according to the State’s per capita income, 
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to share one-third to three-fourths of the subsidies paid to the prepay- 
ment plans. 
Under the Flanders-Ives proposal, the local prepayment plan could 
provide either service benefits or cash indemnification of the claimant. 
The following bills embodied this proposal : 


Year Congress Session Bill No. Sponsors 
ICG a ee, ee eee en eS re Sistesc see US tis eSee oe Sel OO esas wes see Flanders and Ives. 
GEO) Se eee ee RES oe > eaariiae Silsteascere She eer en H.R. 4918 through Case of New Jersey, 
H.R. 4924. Fulton, Hale, Her- 
ter, Javits, Morton, 
and Nixon. 
Od Gl eanen aoe fe, Se eee eS Sistemas IES Sees ER eb UC cee es 5 tens = Auchincloss. 
Oi Reenter me eee ee ee COAG en eae es SG raee= ane ETERS Se3 ae Se Do. 
RO Gwe aay oie eS A Be ee SS deseo ee Saas Sean Sea eee ety cen oe Cee ee Flanders and Ives. 
NG oie oe SE a See S3qie 2a ae SGer eres TB Ral Beats oh AR = eae a cy Hale. 
TONGS Ss eae ae, SR CO ee ib ot i tl? sc (0 aes eae NEST pee tee ee VOR OOOO sees aaa oo eee Javits 
NO Sree Beye he tw ss 880s net ®. US Gite foes SETHE, AGN So o8 ees Sos et Scott. 
OSD eee eee ce we we SAthese tes iste ees ers Gee, Soke Soe ae Case of New Jersey, 
Flanders, and Ives. 
TE) SE SS oe eee ee eae a SA pees eee IStesoteos : TENE Aileen een aac Scott. 


Hearings held in June 1949 included testimony on S. 1970; hearings 
were held on H.R. 4918 and other identical bills in July 1949. 


2. Hill-Atken proposal 

These bills (1949-53) were intended to provide voluntary health 
insurance for persons unable to pay part or all of the usual premium. 
Each State was to establish a State agency which would administer 
the means test. It would collect the portion of the premium from 
persons able to pay part of the cost, and pay the insurance plan the 
entire premium with respect to all such insured persons. The State 
agency would reimburse the plan for payments made to hospitals, 
etc., for care of persons certified as eligible for State payment (i.e., 
unable to pay any of the cost). : 

The plan contemplated service benefits covering 60 days of hospi- 
tal care per year; surgical, obstetrical and medical services in the 
hospital; and diagnostic and outpatient services in hospitals or 
diagnostic clinics. 

Of the public outlays for low income groups paying none of their 
costs or only part of their premiums, the Federal Government would 
provide from one-third to three-fourths (depending on the State’s 
financial ability) and States and localities would share equally the 
remainder. 

It was specifically provided that persons eligible for State payment 
were to be issued “membership cards,” indistinguishable from those 
of regular members. 

This proposal was introduced in the following bills: 





Year Congress Session Bill No. Sponsors 
A O4 Gees es ee oe ns oa Sista 22--<- [Stes <2. Ok eae ee ected ee Hill, O’Connor, 
Withers, Aiken, and 
Morse. 
1Q5i Bee es eee eS ya ee) BA S2d sees. ae Shes 33528 Sao ae tees bees OLE Hill and Aiken. 
NOG ae seo poe ea BS 6c) ae LIS pene SHC S emcee nego earcgts ae | Do. 


Hearings were held on S. 1456 in May and June 1949. 
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CG. FEDERAL GRANTS FOR STATE HEALTH PROGRAMS 


Proposals for Federal grants to State-operated medical care pro- 
grams lay out only broad outlines of the type of program envisaged, 
leaving to the States the specific provisions. 


1. The Wagner proposal of 1989 

The coverage of the Wagner proposal of 1989 was in terms of all 
persons included in benefits of those State plans approved by the 
Social Security Board “for extending and improving medical care” ; 
persons living in rural areas and those in greatest need were specifi- 
cally mentioned. Similarly, the benefits contemplated were to be de- 
termined by the States in plans approved by the Social Security 
Board and could include “all services and supphes necessary for the 
prevention, diagnosis, and treatment of illness and disability.” 

State funds were to be provided according to a variable matching 
formula, but no Federal matching was allowed for so much of the 
State expenditure as was in excess of $20 a year per individual eligi- 
ble for medical care. 

The method of paying the providers of services was left to the State. 

This proposal was included in 8. 1620 (76th Cong., 1st sess.) intro- 
duced by Senator Wagner in 1939. ‘There were hearings on this bill 
in the period, April to July 1939. 


2. The Capper bills (1939-41) 


The Capper bills were designed to foster State programs of medical 
care for lower income workers with coverage, for most of them, on a 
compulsory basis. The population groups to be covered were to be 
determined by the State, with workers’ contributions related to their 
income and with Federal fmancial participation limited to persons 
with lower earnings. 

Minimum benefits to be provided in approved State plans were 
specified. Details differed in various versions of the proposal but, in 
general, these included general practitioners’ services in the home, 
office, and hospital, most dental services, home nursing care, maternity 
care, and, if prescribed, hospital and specialists’ and laboratory serv- 
ices and care. 

Contributions would be made to a health insurance fund in each 
State by the Federal and State Governments, by compulsorily covered 
workers and their employers and by other workers requesting volun- 
tary coverage. While details differed, each of the bills introduced by 
Senator Capper (S. 658 in 1939; S. 3660 in 1940; and S. 429 in 1941) 
provided that the amounts of workers’ contributions would vary di- 
rectly with their incomes, with compensating increases for the lowest 
income workers from either employer or State-Federal contributions. 

The method of paying the providers of care would be determined 
by the States or by local areas within the States. 


3. The Taft bills (1946-49) 

Another proposal in which Federal grants would be used for State- 
operated programs was embodied in the Taft bills of 1946-49. In~ 
these proposals it was recognized that the State-operated programs 
might utilize voluntary health insurance in the provision of service. 
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The Taft proposals would have covered all those families and indi- 
viduals in the State unable to pay the whole cost of needed medical 
and dental services. 

Federal grants would be made to each State, on the basis of State 
population, to carry out surveys of existing medical, hospital, and 
dental services and to formulate “in detail” a 5-year plan for extend- 
ing such services to persons unable to pay. The Federal share was 
to be matched by each State. 

Federal matching grants for carrying out approved State plans 
would be made on a variable matching basis, varying between 3314 
and 75 percent inversely with each State’s per capita income. 

Total contributions from the State and from local governments 
could not be less than their expenditures for medical services to the 
covered groups prior to initiating the program and not less than 
the difference between the Federal grant and the cost of the approved 
State plan. Contributions from private institutions were allowed. 

Collection of part of the costs of services from those patients or 
their families able to pay part of such costs could be provided for in 
the State plan. 

Kach State might choose any one (or a combination) of several ways 
to provide and to pay for services to eligible recipients. Use of non- 
profit prepayment plans as insurers or agents and the reimbursement 
of local governments and private, nonprofit organizations for services 
rendered to eligible recipients were mentioned. 

This proposal was embodied in the following bills: 




















Year Congress| Session | Bill No. Sponsors 
TURE Se Ba cod Ee eS ee Voth ete. 2d.....--| S, 2143._| Taft, Smith of New Jersey, and Ball. 
TON eG a 0 Cee eee ye ihe S22 Isto ts S. 545__.| Taft, Smith of New Jersey, Ball, and Donnell. 


G40 whee Cha Rate ee SUSteecee listeeese | 8. 1581__| Taft, Smith of New Jersey, and Donnell. 


There were hearings on 8S. 545 in May, June, and July 1947 and 
January, February, May, and June 1948. Hearings on S. 1581 were 
held in May and June 1949. 

4. The Lodge bills (1940-49) 

This proposal restricted the subsidization to certain high-cost drugs 
and medical services and would not have covered hospitalization costs. 

The population group affected was described in terms of “such per- 
sons as may require ‘X-ray services, laboratory diagnostic services, 
respirators, and the drugs useful in treating or preventing the listed 
diseases’ and such other infectious or chronic diseases as the Surgeon 
General may from time to time prescribe.” 

Federal grants to each State would constitute one-half of all funds 
spent under the State’s plan. Conditions under which recipients 
would pay for part of these services, while not mentioned in the pro- 
posal, could presumably be specified in State plans and could include 
use of voluntary health insurance plans. 

Senator Lodge introduced the proposal in 1940 (S. 3630), 1947 (S. 
678), and 1949 (S. 1106). There were hearings on S. 678 in April 1948 
and on §. 1106 in May and June 1949. 
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D. NATIONAL COMPULSORY INSURANCE WITH STATE OPERATION 


A series of proposals for a national compulsory system of health ben- 
efits was introduced by Senators Wagner and Murray and Congress- 
man Dingell during the period 1948-57. These proposals provided for 
the setting up of a separate account in the U.S. Treasury and for pay- 
ments to this account computed as a percent of the taxable earnings of 
insured persons. 

The compulsory coverage of the proposals included almost all em- 
ployees and self-employed in private pursuits, Federal civilian em- 
ployees and annuitants, and persons entitled to OASDI benefits, and 
their dependents. Groups not compulsorily covered, such as recipients 
of public assistance, the unemployed, and certain persons in temporary 
employment (and their dependents) could be insured for any periods 
for which payments were made by or for them or for which guarantees 
of payment were made by any local, State, or Federal agency. 

The benefits proposed included almost all physicians’, dental, and 
home nursing services; hospital services for periods up to 60 days per 
beneficiary per year; prescribed auxiliary services and appliances and 
usually expensive drugs. AJ] benefits except general practitioner and 
dental services would be available only be referral or prescription. 

Since the Wagner-Murray-Dingell proposal was introduced as a 
health rather than a tax measure, the exact methods of raising Federal 
revenues to finance the benefits were not specified in the bill itself. 
However, the bill was so drafted as to make it clear that revenues 
would come, in the main, from payroll taxes. 

The proposals contemplated administration by the States as agents. 
Any State could assume responsibility for administering the specified 
benefits within its boundaries by submitting to the National Insurance 
Board a plan which comphed with listed provisions in the bill. The 
National Insurance Board could itself administer the program in 
States without approved plans. 

Federal] authorities would divide funds among the States on the 
basis of population, availability of health resources, and differing 
costs of services In various areas. State administrative agencies would 
contract with providers of care and fix rates of payments for services; 

State agencies would pay providers’ bills or might utilize local health 
region officials or nonprofit voluntary prepayment plans as agents for 
making such payments. Physicians would select the manner in which 
they would be reimbursed, whether by fee-for-service, capitation, or 
salary. 
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This proposal was included in the following bills: 











e 
Year Congress Session Bill number Sponsors 

MOAR es Ser ee ays 28, nines CoA 8 ae ie Isteeeere. SerOie te eee ee ee Wagner and Murray. 
GAS Ee eeene rs Sey PSs 2 ee: 2) (Sbaes TS ieey eet FR 286 See es i Dingell. 

IAS. Sa ee Martie: Sane ae eee AS eae TSU sek eee AMEN ae OW cer ae Rte Do. 

QAR tebe sce = Rees oe) Se (OU ee liStieee  ae e GUC HOS rete ght Be iE Wagener and Murray. 
VGH ayo a ee ee ie ee a ee oul ee 1S) eee I Re S1G0Gs eee ee ee. Do, 

WO AG} ou see en aa Za i leanne Wb. oes StS ence NEES Arle sere 2 Serer Dingell. 

NGA ines ae PEO 5, Se 12. ee eee SO peewee GliSheets Seu Sra Soe mae reve Waener, Murray, 


Pepper, Chavez, 
Taylor, and 


McGrata. 
TUE pn llc ol i eg SO Gh sae liste Pane CR ia pa ees ee te os ee Dingell. 
QA eet ae ees eae ers meth oe) Sth hee TIS ees, Meee ic Ge Byers OY Ae Deca ee ee Celler. 
C40). 2 ae a Oe eee BUST He act oe ES ameter Ons a eek Skee eho! Wagner, Murray, 


Pepper, Chavez, 
Taylor, and 


McGrath. 
NQAO Be Bie aes Sri h ys eee cet tats & Siistierstes distal packs HR a4 ia seein Celler. 
OMG MeeiRegr Nir ne a pre ees SISter SG as eee ER Oars ee ee ee tae Dingell. 
GAO memseaeee as lk PE SP ey ot Ty ES SUSt ate oe Sts ee te SLO TOLee ES Oe SPT Wagner, Murray, 


Pepper, Chavez, 
Taylor, McGrath, 
Thomas, and 


Humphrey. 
GAGES a at A OLE ye. SIRT T Ce ae StStee sate Stew se. 2 ERAS IDE cease ert ce Biemiller. 
OA Oe ae ce Me ple ease StiStasee es SG sees 28 TAPER ABUSE ae eee. Ae as Dingell 
WO DQMs. ese Pee 5 bs Be ae Sista sees Doe A ess £ BLUR 67663 sees oak Bosone 
IQ iL a eg IE ee BEN RP SOG eee ns Shick aera DAR Ua ice ee oes Celler 
GORA PAE Need We gr eR! SO Gene i Istivnd cone ER RS 54 ats aa ae ee Dingell 
UC He Se ir ee ee ee ee eee SS iitee eae Spee waco Rl See). ee ae Se 0. 
NOS be eeawe te Deke Rae fe eed Saher 8 Ista ees a ERR Ob. cee Paes ore Do. 
ON = SORE” So eae Sees Se Sothe = ee She sorte Sete a a ee eee Murray. 
NG Geen eee Me SR NE ORT ka Sotiee ee [Stez2nz sas HAR 764 ee ee Dingell. 


1 These 1943 bills called for Federal administration rather than through a State plan. 


There were hearings on 8. 1606 in April-July 1946; on S. 1820 in 
May-July 1947 and January, February, May, and June, 1948; on 8S. 
1679 in May and June 1949; and on H.R. 4812 and H.R. 4313 in July 
1949. 
: E. FEDERALLY OPERATED HEALTH INSURANCE 


Various proposals have been made over the years for national health 
insurance operated by the Federal Government. These include a pro- 
posal for voluntary insurance, one which combines compulsory cov- 
erage for workers with low earnings with voluntary coverage for 
others, a proposal for compulsory hospital insurance for persons cov- 
ered by old-age, survivors, and disability insurance and one for benefi- 
ciaries of that system. 


1. National Voluntary Health Insurance 


As proposed by Senator Hunt in 1950 in S. 2940 (81st Cong. 2d 
sess.), any individual who, with his dependents, had an annual income 
of $5,000 per year or less, who applied for the insurance, and who paid 
the prescribed premiums would be covered along with his dependents. 

The benefits contemplated included medical, surgical, and dental 
services regardless of location; home nursing care; hospital care and 
related services for up to 60 days per person per year; such auxiliary 
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services as laboratory tests, X-ray, diagnosis or treatment, op- 
tometrists’ services, appliances, unusually expensive drugs, and so 
forth. 

The program would be administered by a National Health Insur- 
ance Board with the Surgeon General as chairman and four additional 
appointive members, within a proposed Cabinet-level Department of 
Health. 

Insured persons would be free to select and change physicians, 
dentists, hospitals, and so forth. 

It was proposed that a Personal Health Insurance Account be cre- 
ated in the U.S. Treasury. All premiums, as set by the National 
Health Insurance Board, would be paid into this account. Reserves 
in the account could be invested in the same manner as those of the 
Federal old-age and survivors trust fund. Congress was authorized 
to appropriate additional money to the account when needed to carry 
out the program. No participation by State or local governments or 
private organizations is indicated in this proposal. 

Payments to the providers of medical care benefits were to be made 
directly from the personal health insurance account under regulations 
promulgated by the National Health Insurance Board. 


2. National health insurance combining compulsory and voluntary 
coverage 

In 1938, Congressman Treadway introduced this proposal in H.R. 
9847 (75th Cong., 2d sess.). Compulsory coverage was proposed for 
almost all employees (including dependents) earning $1,800 per year 
or less (agricultural employees excepted), with voluntary coverage for 
all other persons. 

The proposed benefits included almost all physicians’ services; hos- 
pital services up to 10 consecutive weeks per illness per person; ‘“nec- 
essary” drugs and laboratory and diagnostic services. Services for 
diagnosis and treatment of any disability or disease for which public 
care was available “free” or “at nominal charges” or for which some 
agency or other person was required to pay would not be included. 

Each employee covered compulsorily would contribute 2 percent 
of his remuneration, but not less than 35 cents per week nor more 
than 70 cents per week or $36 per year. His employer would con- 
tribute 1 percent of such employee’s remuneration, but not less than 
20 cents per week nor more than 35 cents per week or $18 per year. 

All voluntarily covered persons would make sufficient contribu- 
tions, as determined by Federal authorities, to pay benefit and ad- 
ministrative costs for such persons. 

Moneys would become part of a “health insurance fund” operated by 
a “Health Insurance Commission” set up as a public corporation to 
administer the plan. 

The Commission could pay physicians on a salary, a capitation, 
or a fee-for-service basis, except that, if fees were paid, maximum 
amounts, based on the number of patients, would be set and fees 
prorated accordingly. 

Workers in any industry having a private medical services in- 
surance plan would be excepted from compulsory coverage if the 
private benefits were at least equal to those under the public plan. 
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3. Compulsory hospitalization imsurance for persons covered by 
OASDI 


The Eliot and Green bills (1942-45) included provisions for a 
federally operated program of hospitalization insurance through an 
expansion of the coverage and benefits of the old-age, survivors, and 
disability insurance system. 

Almost all employed and self-employed persons would have been 
covered by OASDI, and they and their dependents insured for up to 
30 days of hospital care. (Government employees could be covered 
by special arrangements. ) 

Lhe hospital insurance would be financed through payroll taxes, 
applying to the same portion of earnings taxed for purposes of cash 
benefits. 

Administration was to be entirely through the Social Security 
Board. 'The Board would pay hospitals directly for the costs of hos- 
pital care or might accept and pay claims from insured individuals 
who had received care. Participating hospitals would be approved 
by the Board with respect to care offered. 

The proposal was introduced by Congressman Eliot in 1942 (H.R. 
7534) and by Senator Green in 1948 (S. 281) and 1945 (S. 1188). 


4. Compulsory hospitalization insurance for OASDI beneficiaries 

The first bill embodying a proposal for hospitalization benefits 
for beneficiaries under title II was introduced into Congress in 1952. 
With minor variations, this proposal has been introduced in each of 
the Congresses since then. Among the bills introduced in the 85th 
Congress is H.R. 9467 (the Forand bill) to provide nursing home 
benefits and surgery as well as hospitalization benefits. 

The essential features of these proposals are as follows: Persons 
eligible for insurance benefits, whether currently drawing benefits or 
not, would be insured for up to 60 days in a year for semiprivate 
room care in short-term hospitals. The hospital benefit would be a 
service benefit and would include those services, drugs and supplies 
which the hospital customarily furnishes its bed patients. The 
Forand bill (H.R. 9467) also proposed to pay the costs of skilled 
nursing home care for patients transferred from the hospital (up 
to a total period, including the hospital stay, of not more than 120 
days in a year) and of surgical services provided in a hospital (or, 
in case of emergency or minor surgery, in the outpatient department 
of a hospital or in a doctor’s office). 3 

Hospitals would be paid on a cost-incurred basis or on a reasonably 
equivalent basis. The methods of paying the hospital varied with 
the administrative arrangements suggested in the various bills. Un- 
der the early proposals where the Federal Government was to use 
State agencies as its agent, the State agency would either pay hospitals 
within the State for the care rendered eligible persons or would 
utilize private nonprofit health insurance plans to negotiate with 
and pay the hospitals. Under more recent proposals national ad- 
ministration has been proposed, with the Secretary of HEW given 
authority to negotiate agreements directly with hospitals or to use 
the services of such agencies as Blue Cross. 

Benefits would be financed through the social security payroll tax 
paid compulsorily by covered employees, their employers, and the 
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self-employed. The amount of the additional payroll tax would, 
of course, depend on the exact benefits proposed. The level premium 
cost of the Forand proposal for hospitalization, nursing home and 
surgical benefits was estimated at one-half of 1 percent of covered 
payrolls. 

‘The earliest proposals contemplated that the program would utilize 
the States, and preferably the State public health agencies, as ad- 
ministrative agents. Only in a State which did not effect an agree- 
ment to administer the program would the overall administrative 
functions be performed federally. (Necessary regulations relating 
to the program in general and determinations as to an individual’s 
insured status would, of course, be made at the Federal level.) Asa 
result of the post-1952 development of national Blue Cross contracts 
and the implementation of Medicare, more recent proposals have 
contemplated national administration of the hospitalization benefits. 

The following bills have embodied this proposal: 


Year Congress Session Bill Number Sponsor 
L952 es eee et ete Freee Ea (0 led 2 ate ioe gale ha SE3001 eee eee ree Murray 
ORD Seeelh see Meter eee Rees nate 29 ee ae XG eee Fee HOR (A484 eee ee a ee Dingell 
TOS QE ak Fu te eS OEE S2dkaces Ss D0 ase HR 48h see eee Celler 
| O53 Seem reenter ue re serene eter RY bays eat! SESH Big OR Se ee eee Dingell 
O53 is ee eee ee Pk Ee Eee 83 Ess sae ee aa 1A, R390 Se ee ee Celler. 
O08 Nee aa ca aera ee ee SoC sence {Strasse Se LOGO se tees meee ee Murray, Humphrey, 
and Lehman. 
1 Op ert a nares ABS ae eet ee SA, ae St ome ee FR 6882525 eee Celler 
LOS Se ee Ras 3 a ee ees SApneee Se iist vee ae FAIR 2384.2 ee Dingell 
LOD GRE See te te kee we ee ees ee SAT hee O16 Wee be Shake TF R OS GS Sens ome 
LOS Gore er Sere ee Ree eee 84th AG be 22 date che OE O98) See te eee Metealf, 
195 Tih Seite wisn 2 tek. pea Ae Shihan LSt tare EL Rol 092. ee eee oe Celler 
KO iy coal ee os WS Ga ae Oe ee Shthe eae. Stas TET 4-( OD ae eee ee Dingell 
LO 5 ee ee ee ea Shth eee Misti ee HRS 9448ye ee ee Roberts 
LO ee Sees i ERE 8 Sot haere JSG eee ease EEA S946 (2 ee Forand 


1 Includes provisions permitting States to extend hospitalization coverage to noninsured aged persons. 
2 Includes nursing home benefits and surgery. ’ 


Hearings before the House Committee on Ways and Means on all 
titles of the Social Security Act, in June 1958, included testimony on 
H.R. 9467. 


APPENDIX CGC 


From report of House Ways and Means Committee to accompany 
H.R. 13549, Social Security Act Amendments of 1958 (85th Cong., 
2d sess., H. Rept. 2288, pp. 6 and 7) : 


Your committee is very much aware of the problems faced by the aged in 
paying for hospital services and nursing home services. A number of bills 
introduced in the 85th Congress would broaden the old-age, survivors, and dis- 
ability insurance program to provide for payment of the cost of hospitalization 
and nursing home services for beneficiaries under this program. In the recent 
public hearings that your committee held on social security, a number of wit- 
nesses testified on these proposals. 

There was considerable testimony to the effect that, under existing arrange- 
ments, insurance against the cost of needed hospital and nursing home services 
is out of reach of many older people. There appears to be a need for making 
this protection available to older people. Your committee believes, however, 
that more information on the practicability and the costs of providing this kind 
of protection through various methods should be available before it entertains 
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any recommendation for legislation on the subject. A study of alternative ways 
of providing insurance against the cost of hospital and nursing home care for 
old-age, survivors, and disability insurance beneficiaries should be made. 

The alternatives explored should include among other proposals: A prepay- 
ment plan under which persons would, during their working years, pay addi- 
tional social-security contributions which would be used to buy this type of 
insurance (to take effect when the individual becomes an old-age, survivors, and 
disability insurance beneficiary) from private and nonprofit health insurance 
organizations; other methods of providing insurance against the cost of hos- 
pital and nursing home care under title II; and any other method which offers 
reasonable prospects for protecting old-age, survivors, and disability insurance 
beneficiaries against the cost of needed hospital and nursing home care. The 
study would include, for each of the several alternatives, an evaluation of (1) 
cost of the benefits and (2) administrative implications. 

Your committee has asked the Secretary of Health, Education, and Welfare 
to conduct such a study and to report the results on or before February 1, 1959. 
With the results of such a study available, the Congress will be in a better 
position to decide what legislative measures, if any, should then be taken to 
meet the problem. 

O 





